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ABSTRACT 


Wrticminesis presents a study of capital equipment invest- 
ment budgeting procedures in the Health Care industry. It 
discusses capital equipment investment philosophy in general 
and addresses a few of the contemporary problems and corres- 
pending solutions cofitained™in”current*health=care literature. 
The thesis also describes the specific capital equipment bud- 
geting systems of three segments of the health-care industry: 
Navy hospitals, Veterans Administration hospitals, and non- 
federal hospitals. Three case studies: in capital equipment 
ieeting - Naval Regional Medical Center, Oakland; Veterans 
Administration Hospital, Martinez; and Fairmont General Hos- 
Pital, Alameda County - are presented to illustrate each of 


the three segments addressed. 
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I. GENERAL INTRODUCTION 


A. OVERVIEW 

fie health-care-industry in America continues to receive 
Mayor Criticism from three fronts - the consumer, the local 
community, and the government. The primary complaint voiced 
Meech interest group is the apparent excessive cost of 
health-care, both in the absolute sense and relative to 
Samer ‘costs of living". Paradoxically, from the same in- 
memest Proups, comes a plea for better health-care services, 
more physicians, improved comfort and habitability for pa- 
tients, and the absolute ultimate in technical medical 
equipment. Hospital Administrators, caught in the middle oft 
mijewcOntroversy, must respond to the demands of the interest 
groups and at the same time manage the complex business as- 
Meets Of their respective hospitals. One interest group, 
represented by boards of trustees, community leaders, hos- 
pitalization insurance executives, and Medicare/Medicaid 
administrators, demand immediate accountability for and 
metton against the rising costs of medical care. Another 
group, represented by the professional and lay hospital 
staffs, demand higher wages, better working conditions, and 
mire latest in facility and equipment technology. fhe final 
and perhaps most insistent a pueRese ChOUDMmEENe Patt Ciles 
themselves through direct pressure on community health-care 
agencies, demand what they perceive to be the best possible 
health-care services available at any cost. 
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It is a well documented fact that the cost of medical 
Care for Americans has risen significantly in both absolute 
and relative terms during the twentieth century. Over the 
past two decades alone, the cost of health-care has risen 
meepercent, Compared to a consumer price index rise of 72 
Memeent. ([{Ref. 1] The most dramatic component of the 
health-care increase has been the rising GOSe Pet patron 
day in community hospitals: from a $16 per day average in 
1950 to $103 in 1972, a rise of more than 500 percent. In 
memacton to total U. S. spending, medical care expenditures 
Memeeoo5 accounted for 4.6 percent, in 1972 the total bill 
aeeounted for 7.6 percent, and one author predicts that if 
@@empresent trend continues, the cost of medical care will 
approaci $9.6 percent Dy 40cue (net. cj in aesoliiee terms , 
the total bill for health-care services in the United States 
rose from a little above ten billion in 1950 to just under 
eighty billion in 1972. [Ref. 1] One very important as- 
pect of the health-care cost dilemma is the growing impor- 
mance Of health insurance. Today, more than 95 percent of 
all Americans are covered by some form of health and medical 
misurance. ([Ref. 1] The third-party payers, including 
Medicare/Medicaid, have to some extent lessened the impact 
of rising health-care costs to their beneficiaries by absorb- 
ing much of the increase in out-of-pocket costs. While the 
memad cost of hospital care rose from $16 to $103 per day, 
the average out-of-pocket cost in current dollars to the 


patients has risen from $10 to $19 per day. The remaining 


eZ 





$84 per day in 1972 was reimbursed by the health insurance 
companies and health agencies. [Ref. 1] It should be noted, 
however, that there are many inequities with health insur- 
ance. In general, insurance premiums are expensive and many 
mans ane quite shallow in terms of benefits. Low-paid 
workers, individuals who are frequently unemployed, and 
those who are self-employed or work for small firms are 
likely to have very limited health-care coverage. On the 
other hand, skilled workers, persons employed by large firms, 
and governmental employees are generally well-covered by 
broad insurance plans, partially subsidized by their 
employers. 

The distribution of the total expenditures on health, 
not counting insurance premiums, does not follow the smooth 
Peetern Of other consumer goods such as food or housing. 

Some families spend almost nothing for medical care, the 
majority spend relatively little, and a few families are 
obliged to spend a great deal. A study of health-care spend- 
ing by Federal Government employees, conducted in 1969, 
smewea that a little over fifty percent of the families sur- 
veyed spent less than $260 on health-care related items, ten 
percent of the families spent over $1,500, and five percent 
spent over $2,600. [Ref. 1] 

The causes leading to the high cost of health-care in 
America are complex, yet many increases are intertwined with 
the general increases in price levels observed elsewhere 


throughout the economy. Direct hospital costs, a part of 
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mech ts the Main concern of this thesis, account for approx- 
imately forty percent of the total health-care services ex- 
penditures in the United States. For the purpose of general 
Meoroductory comments, the hospital costs will be classified 
mmeomtiree Categories: hospital construction costs, hospi- 


tal operating costs, and hospital equipment costs. 


B. HOSPITAL CONSTRUCTION PROGRAMS 

The costs associated with the designing, building, and 
Equipping of a new hospital are tied directly to the in- 
@aedscs in price levels observed throughout the building 
meistruccion industry. Construction materials and labor 
costs increase almost daily. The costs associated with new 
iespital building programs presently increase at such a rate 
mae the planning estimates developed in the early stages of 
fmerrree to five year planning progran, are irrelevant By ene 
memes CONtracts are negotiated. This phenomen places partic- 
ular hardships on the federally sponsored hospital building 
programs because new hospital construction projects, con- 
Strained by Federal budgeting procedures and hampered by 
lengthly Congressional involvement, do not become reality 
momedat Least flve years in the future. By the time construc- 
Efon Contracts are negotiated, the five-year old planning 
meres, appropriated by Congress are severely understated. 
Given the maximum five percent cost inflation factor, the 
Federal sponsored hospital planners are faced with essen- 


Miraillystwo recourses: to purchase less hospital facilities 
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Mionewere Oripinally planned, or to go back through the com- 
plicated funding channels for more money. 

the "largest body of information relative to hospital 
@emstruction costs in the U.S. is contained within the re- 
@omds Of the Hill-Burton Program "Hospital Survey and Con- 
struction Act."' The Federal Government, under the provisions 
femeaodiic Law 79-725, title VI of the Public Health Service 
Act provides financial assistance to individual state health 
care construction programs in the form of partial: funding 
grants. [Ref. 3] By the year 1969, after twenty-two years 
of operation, the Hill-Burton program had assisted state 
health care programs with Federal funds totaling 3.47 billion 
@emebars im construction of 5,592 voluntary non-profit and 
Semmunity Owned nospitals, whicn provide a totai of 329,011 
meas. Three examples of recent hospital construction pro- 
meets, funded with assistance of the Hill-Burton progran, 
are cited below: [Ref. 4] 

mmeceneral Hospital, Glendale, California ~- 150 beds. 
moe ct lboors, 145,015 sq. ft. floor area, 967 sq. ft. per 
bed. Bldg. and fixed equipment cost - $6,760,580. Total 
project cost - $7,889,914 for an average cost per sq. ft. 
Seoo4.41 and per patient bed of $52,599. 

PeeeeGeneral Hospital, Lansing, Michigan - 256 beds. 
eenetroors., 185.500 sq. ft. floor area, 725 sq. ft. per 
bed. Bldg. and fixed equipment cost - $9,164,322. Total 
mmoyect cost - $9,962,815 for an average cost per sq. ft. 


of $53.71 and per patient bed of $38,917. 
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Seeeactictaila Hospital, Greenville, South Carolina - 308 
Meee Deven floors, 322,534 sq. ft. floor area, 1,047 sq. 
fee per bed. Bldg. and fixed equipment cost - $13,744,082. 
Mieal project cost - $17,607,458 for an average cost per sq. 


£t. of $54.59 and per patient bed of $57,163 


Wee HOSPITAL OPERATING COSTS 

sHospital.operating coests,-including labor, plant .opera- 
tions, and consumable supplies are also tied to the general 
Meee level of the economy, and account for a significant 
Menton of the total bill for health-care in America. One 
frequently quoted ratio in the health-care industry is the 
melation of annual operating costs to construction costs. 
Memene T1Ot Loo distant past, construction costs were typi- 
Gally equal to four years operating costs. Today, it is 
meeuncemmon for hospital operating costs to exceed the con- 
mertction costs in less than two years. [Ref. 5] The "1973 
fmm@al Guide™ issue of Hospitals, published by the American 
Hospital Association, shows. the gap between total assets and 
annual operating Goss to De weVenmeloser tian two 2te-oOne. 
During 1973, non-federal hospitals with assets totaling 39.9 
foliton dollars spent 29.5 billion dollars in operating ex- 
penditures. 

ie capor Costs 

To say that hospitals are labor intensive would be 

an understatement. In 1962, hospitals employed an average 
Of 280 workers for every 100 patients. By 1971, the ratio 


had risen to 308 employees to 100 patients, and one New York 
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City public hospital recently requested an employee/patient 
ratio of five-to-one. [Ref. 2] The cause for the increase 
in employee-to-patient ratio is generally attributed to the 
improvement in working conditions of hospital employees. 
The sixty to eighty hour work weeks for both professional 
and non-professional hospital workers are no longer tol- 
erated. Almost every group of hospital employees, from the 
nursing staff to the housekeeping force, are represented by 
See, Or more labor unions. Collective bargaining on such 
issues as pay, fringe benefits, and working hours, is now 
@emaccepted fact in the health-care industry. 

A second, but less publicized cause for the increase 
mmmemployee-to-patient ratio is the statistical result of a 
decline in a hospital's patient bed utilization rate. The 
jerlization rate, based upon the average census as a percent- 
age of total available beds, has shown a slight but consis- 
tent decline for the health-care industry as a whole during 
the past several years. In-as-much as the number of hospital 
employee's corresponds to the number of patient beds provided, 
@aeedecline in utilization results in an increase in the em- 
piovyec-tLO-patient ratio. 

2. Consumable Supplies 

The average hospital consumes literally tons of med- 
ical and supportive care supplies each day. Aside from the 
food service and habitability ‘ema. thousands of disposable 
surgical implements and pharmaceutical preparations are used 


and disposed of in the course of treatment for a single 
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Metient. the average hospital pharmacy in an effort to cover 
potential pharmaceutical item requests, must consider some 
maeeo0 tradé-nmame preparations available on the ethical 
pharmaceutical market. [Ref. 6] In the field of minor med- 
ical equipment and supplies, there is no reliable estimate 
fmemeco the number of individual items available on the market 
imme it certainly exceeds 20,000, ranging from cotton paAllibe 
and tongue depressors to disposable syringes and bedpans. 
Each additional service or specialty provided by the hospi- 
meeimereases the burden of expense to the patient. The 
laboratory, the x-ray department, and the hospital pharmacy 
to name three services provided by most hospitals; and the 
meeensive Care unit, the kidney dialysis unit, and nuclear 
Meweeine Service provided by specialized treatment centers 
each contribute Comellewcvch- Inercasimesoperacine COSts of 
merreni-care, and hopefully to the improved reliability of 


diagnosis and treatment of patients. 


eee EQUEPMENT COSTS 

Eamepment Capital in hospitals, the prime concern of 
this thesis, presents a confusing array of technical medical 
and administrative items, linked in part to the number of 
patient beds, in part to the kinds of services provided, and 
im part to the hospital's demand for and retention of scarce 
physicians and specialists. Regardless of how the equipment 
program requirements are generated, approved, and financed, 
the average hospital's investment in equipment is substantial 


Bmaecomtributes directly to the cost of health-care to the 
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Poetent by means of the daily hospital charge and the special 


Bee, cither directly or through insurance premium increases. 


fe tHESIS BACKGROUND 
fee CbDVeECtive 

tie primary objective of this thesis is to study, 
describe, and compare the respective procedures utilized by 
sgovernmental and private .health-care -institutions toward 
identifying equipment needs at the functional operating level 
within the hospital, analyzing the equipment budget program 
items at the top management levels, and providing ultimate 
funding for the approved equipment programs. 

wee lan of Study 

ivempmateO, Study amd) research Of Capital equipment 
Mmeeeeting in the health-care industry was conducted in three 
phases as described below: 

weeeliiccouch search Of current literature to explore 
eeecitic 1ssues concerning the health-care industry in gen- 
Peon, and Capital equipment budgeting in particular. 

b. Correspondence with professional and administra- 
meen oreanizations within the health-care industry - The 
Pier ican Hospital Association; U. S. Public Health Service 
ieeene Department of Health, Education, and Welfare; Veterans 
Administration, and the Navy Bureau of Medicine and Surgery. 

c. On-site survey of methods and procedures, and 
discussions with management personnel involved with capital 
equipment budgeting at three health-care institutions: the 


Naval Regional Medical Center, Oakland, Calif.; Veterans 
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moministration Hospital, Martinez, Calif.; and Fairmont 
General Hospital, Alameda County, California. 
5. Booocmeac hom Or Findings 

The findings will be presented in the following 
sequence: 

a. Chapter II presents an overview of capital equip- 
ment budgeting philosophy in the health-care industry, drawn 
monet ne Current literature, discusses a few specific prob- 
lems, and describes various documented solutions to the 
problems. 

Dmeodapter Lil discusses capital equipment budg- 
eting in Navy hospitals, both at the individual hospital 
Jevel and at the Bureau of Medicine and Surgery. It con- 
cludes with a case study of the capital equipment budgeting 
pmoceaures utilized by the Naval Regional Medical Center in 
Wakland, California. 

Cymmenvapter IV discusses capital equipment budgeting 
methin the Veterans Administration health-care system, and 
Mmesents a case study of the procedures at the Veterans Hos- 
Meal an Martinez, California. 

d. Chapter V addresses capital equipment budgeting 
in the non-federal portion of the health-care industry, and 
presents a case study of the procedures utilized at Pairmont 
General Hospital, Alameda County California. 

e. Chapter VI, presents the conclusions and recom- 


mendations of the author. 
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Il. CAPITAL EQUIPMENT INVESTMENT PHILOSOPHY 


ive current literature, Both in and out of the health- 
Care industry, addresses several current problems with re- 
gard to the capital equipment asset structure of individual 
and groups of hospitals which serve the patient care needs 
of communities across the country. This chapter will ex- 
plore some of the basic premises of the capital equipment 
mavestment philosophy in the health-care industry, and will 
@escribe some of the more controversial problems in terms 
Seeetene initial Capital equipment investment and the propen- 
Sity of hospitals to take on new investments. It will also 
aaaress the interaction of the hospitals with the medical 
eaipment Manufacturing industry, and the problems inherent 
in obtaining financial resources in support of the approved 
equipment programs. The final section will describe some 
of the means by which the health-care Ee ey and the com- 


munity work toward the solutions. 


fee tiE PROBLEMS 
1. Investment in Capital Assets 
MienOsteManwreetuUring Industries, there are some 
faily well documented and accepted ratios which relate a 
desired output of manufactured product to the number of 
specific machines necessary for production. If, to cite 
@ contrived example, the projected output Srvtaceus per 


hour is determined to be 200, and the capacity of a widget 
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stamping machine is known to be 50 widgets per hour - four 
machines will be needed to produce the required output .~ 

No such firm and accepted documentation of ratios of medi- 
Cal equipment to patients exists in the health-care indus- 
try except for a rough starting approximation for the 
femiane of a new facility. The U. S. Department of Health, 
Education, and Welfare publishes a Hospital and Nursing 
Home Equipment Planning Guide to assist in the planning of 
Mmermeracilities; but the estimates, provided only at the 50, 
100, and 200 bed levels, are very broad in content and are 
concerned primarily with furnishings and basic major equip- 
ment items. [Ref. 7] Another publication, Cost Guidelines 
meeeospital Equipment Planning, casts the equipment re- 
quirements for hospitals in terms of average dollars in- 
Meweea per Equipment category. Published by the Industrial 
faenaisal Company of Pittsburgh, Pa. in cooperation with the 
eer Public Health Service in 1968, the cost guidelines are 
Peel ished as statistical averages gleaned from the hospi- 
tal accounting records and accounting appraisals from hos- 
beacals located throughout the country. [Ref. 8] The cost 
guidelines, again emomided JeetncwoO oO mand 200) bed 
levels, express equipment capital investments in terms of 


high and low dollar value averages. As an example of the 


“This example is over-simplified and pertains only to 
MeeMort-rui Situation. In the long-run, other economic 
factors influencing efficiency and capital-labor mix would 
Mmuet-ride the linear representation. 


15fl 





information contained in the guidelines, the average invest- 
ment in fixed diagnostic X-ray equipment for 50 bed hospitals 
is $25,399 high average, and $14,394 low average; in movable 
diagnostic X-ray equipment the average investment is $39,331 
high average, and $20,158 for low average. [Ref. 8] It 
mould be pointed out that such dollar value averages are 
Pemiative at best. Due caution should be exercised in their 
i—meo account for geographical differences and price level 
adjustments. In one study of equipment capital in ten New 
York City hospitals conducted in 1969, an attempt was made 
Gemiccntity some fairly predictable basis for comparing the 
Eaepment Capital assets between hospitals. [Ref. 9] The 
equipment assets of the ten hospitals, costed at net book 
Value, were Classified as either fixed or movabieé and were 
Pmaause designated by major department into four categories: 
Medical, Medical supportive, Administrative, and Administra- 
tive supportive. Comparative anaiyses within and among the 
ten hospitals were conducted in various combinations in- 
eiludime, “Net book value by major department", "percentage 
distribution by major department", and "Net book value per 
mea by Major department."' The results of the analysis 
showed considerable Variability between hospitals, primarily 
in the medical and medical-supportive categories. Although 
Gach of the ten hospitals relative investments in equipment 
femevin similiar proportions in each of the four categories, 
there was considerable difference between hospitals. The 


net book value of total equipment per bed ranged from $6,087 
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mec bed in a large teaching hospital to $1,510 in a community 
hospital. The mean was $3,315 per bed in the two medical 
categories and $959 per bed in the two administrative cate- 
gories. One interesting phenomenon cited in the study was 
the hospital management's use of equipment to entice and 
Morea 1S medical staff, particularly the specialists, in 
the face of stiff competition. The latest in up-to-date 
medical equipment appears to be an essential component of 
the hospital facility to enhance the productivity and earn- 
ing power of its practicing staff and house hy sietans - 
Although the study did not specifically address the dif- 
ferences in patient case mix between the large teaching 
hospital and the community hospital, it should be noted that 
milenedaitterences exist and that tnese differences provide 
considerable impact on the capital equipment asset structure. 
meaching hospitals place considerable emphasis on providing 
complicated medical/surgical cases for their intern and 
mesidency programs. As a consequence, teaching hospitals 
frequently procure exotic items of medical equipment which 
would not be considered in the community hospitals. 

Weepasis tor Subsequent Equipment Investment Decisions 

The equipment capital assets held by individual 

m@esmitals, as pointed out in the preceeding section, do not 
seem to follow any particular set pattern, beyond the new 
Sonstruction program, which can be satisfactorily identified 
and communicated from one hospital to another. It would 


appear that each hospital, within its internal management 
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mechanisms, decides what patient services it will provide to 
me Community, establishes the necessary internal organiza- 
tion to provide these services, developes equipment require- 
ments (assisted by an army of over-enthusiastic medical 
equipment manufacturing sales representatives), arranges for 
the necessary qualified and technically trained personnel, 
and proceeds to the supportive funding arrangements. After 
funding iG mocciVvCde mime scauUlnmenit @s) purenased and installed , 
and additional technicians are employed; the total capital 
investment for the new service, amortized over a predeter- 
mined number of years, is divided by the number of patient 
beds in the hospital in some fashion roughly equivalent to 


Bieecalculation in Exhibit (II-1) below: 
ISpdoviuley ie (IEI =) 


Eotaiueeanital Investment a © No. of beds 


hepeoe yrs. x 3565 days = $ XX. XX 

Annual Operating Costs = 
Rae clays —— No. of beds $ XX.XX 
Present cost per patient day = $ XX.XX 
New cost per patient day $XXX.XX 


The current health-care.industry literature is replete with 
msitesuch examples. In each case, the article describes 
the benefits of the new service to the patient and justifies 
the additional investment in terms of technological advances 
mmene industry and occasionally on the basis of cost-saving 
in some related area of the hospital. One article in the 


November 1973 issue of Hospitals describes a new automatic/ 
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Seoeeronic monitoring system for cardiac patients, recently 
fieedited in the Mount Zion Hospital in San Francisco. 

(Ref. 10] The new system reportedly monitors cardiac ac- 
tivity by means of a computer assisted electrocardiograph 
device connected to as many as twenty patients simultaneous - 
ly. The new system differs from the conventional cardiac 
monitoring systems by way of the automatic feature - electro- 
cardiogram patterns visually displayed on a CRT device are 
aiso continually monitored by the console which alerts at- 
tending personnel of any cardiac change outside the normal 
limits. The new system, containing other technological 
advances, is installed in units of five beds or more at a 
Secu of $2,000 per bed. 


Pimeicneantivewca. 2lscuinelospatals, addresses the 


: 


aspects of planning for a nuclear medicine service in a 
ieemical. (|[Ref. 11] The ,article lays out the equipment re- 
quirements on three progressive user levels from the small 
hospital to the university medical center, describes the 
range of procedures performed by each level, and documents 
the investment costs which span from S2OmOOOe to $2405000. 
One interesting facet to this article is the author's treat- 
ment of the financial management aspects of capital budget- 
ieee ihe notion of return-on-investment is explicitly 
eeaved, complete with a three year payback period for hos- 
Mimals using payback criteria, a three to five year project 
life for hospitals using a discounted cash flow method, and 
monewestimate of trade-in value at the end of the invest- 


ments economic life. 
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iicwexplrciecepurpese for adding all of these new and 
Seesensive services in hospitals, of course, is to improve 
the reliability in diagnosing and treating patients diseases, 
podeime so doing, reduce the probability of mortality. Some 
@ritics, both in and out of the health-care industry, point 
to a potential suboptimizing phenomenon - the implicit pur- 
pose of taking on added capital investment in new services 
and equipment for the intrinsic value of the things them- 
feoeeves. there eXists the notion that physicians and spe- 
Cialists on hospital professional staffs frequently lose 
Sight of the practical aspects of the hospital organization 
as a self-perpetuating, self-sustaining commercial business 
in American economy. They, the physicians and specialists, 
become overly enamoured by the dazzling array of medicai/ 
electronics equipment which virtually feeds on its own obso- 
lescence, and insist on the absolute latest edition of this 
or that piece of equipment in the furtherance of saving the 
ives Of their patients. In the face of such insistance 
and almost divine justification, it becomes increasingly 
difficult for the parochial hospital administrators to re- 
fuse their professional staff's demands for added capital 
investment. 

3. Problems of Utilization 

iwoerrequently treterreumto ~buzz-words' in the health- 
Samesindustry are “overutilization" and "underutilization." 
The former, in a medical equipment context, refers to a sit- 


uation wherein a provider of medical services tends to 
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Wemuerbizge cortain medical technology in diagnosing and 
meabkinge relatively straightforward conditions. The latter 
word refers to health-care institutions which have unwit- 
tingly expanded their facilities beyond the needs of their 
consumers, and as a consequence are saddled with costly 
excess Capacity. 

ime Gc, by Mengrs,, former Assistant Chief of Medicine 
memene U. S- Army Hospital Fort Jay N.Y. and presently in 
Peeves practice in internal medicine, condemns UMS eee = 
tice of "showmanship" at hospitals in his article "Age of 
Metutrziization.’’ {Ref. 12] Dr. Mengis, disturbed by the 
Meevartling reliance of the "Shiny, glassy, instrumentalized 
Hortd Sof today's modern hospital, takes issue against three 
miterrezated institutional groups who are responsible for 
mace OVerutilization.'' First, the phySicians and specialists 
who introduce the so called "dog and pony" shows and ulti- 
mately come to depend upon them. Second, the institutional 
and governmental system which promotes and finances the ex- 
pensive "productions." Finally, the laymen administrators 
ewes jyudce them {the productions) for their superficial im- 
pressiveness and the amount of money and publicity they will 
miele anto the institution.” 

Micwauehor Of tlic tnesisedoesanoec fully subscribe 
momthe severe criticism levelled at the hospitals, just des- 
ereupede although there is cndloniy eli an element of truth in 
the charges. It is perhaps a simple matter for a relatively 


healthy impartial observer, or even a practicing physician 
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memecondenn his community hospital for investing a consider- 
able sum of capital in a kidney dialysis program which has 
questionable potential with respect to return-on-investment. 
mers another matter entirely for the unfortunate but equally 
Meserving patient with two diseased kidneys. It is within 
this context, i.e. justifying investments in additional med- 
meemeeechnology for the express purpose of "saving lives," 
that capital equipment investment decisions in the health- 
care industry become uniquely complicated. How one goes 
meee quantifying in precise dollar terms, the potential 
memwuction in a hospital's mortality rate as the result of 
Some, Specific investment in life-saving medical technology, 
mememot now, mor probably ever will be, clearly defined. 
Dacwmesc uUniOrtunarte propiem in the Heaith-care in- 
OlMetry concerning the utilization of advanced medical/tech- 
momo ical equipment and facilities does not manifest itself 
sommuch at the individual hospital level, as it does between 
PvowQr more Competing hospitals serving the same patient 
Pepulation in’a single community. The individual hospital 
eemvamo an entire Community is more likely to provide only 
those specialty services which it can afford and justify on 
the basis of documented need. As an example, the Walton 
County Hospital serving the total patient care needs of 
Demeuniak Springs, Fla. is likely to be heavily invested 
in Capital assets devoted toward geriatric services for the 
mepired, senzor citizen population. In larger communities 


where there are two or more hospitals serving the same 
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Peeetent population, there exists the tendency for the hos- 
Mapes tO try to out-do each other - not so much to compete 
with each other in attracting patients directly, but to 
mommere £0r the services of the physicians and specialists 
who in turn bring in the patients. The unfortunate result 
tients Intense competition between hospitals is a costly 
Overlapping and duplication of equipment and facilities. 
MitemobServer characterized the health care delivery system 
feeeene mid 1960's as “a disorganized, competitive, group of 
institutions, agencies, and individual deliverers of care 
Peaienmiencing already high and ever-increasing utilization 
fmeece  |Ret., 13] He points to the significant duplication 
SecetTvyICeS and increasingly high costs for personnel, equip- 
Meme ana piant as the major contributors to the escalating 
ailemelsproportionate costs of health-care to Americans. 
wee ine Lechnical/Medical Equipment Market 

The medical device and equipment industry has grown 
mea astounding rate during the past two decades. New and 
advanced technology in diagnostic and therapeutic equipment 
and devices literally bombard the health-care market every 
day. Countless millions of dollars in research and develop- 
Mem@umeitort e€ach year are devoted directly to the design, 
production, and marketing of new products which frequently 
become obsolete in three to five years down the road. In 
modetion to the direct medical R & D effort, the health-care 
industry benefits from technological spin-offs from other 


industrial developments such as aero-space technology and 





Pemid state electronics. Much of the new technology is so 
highly sophisticated that conventional techniques for con- 
megtled testing and evaluation are virtually impossible. 
Regulatory controls imposed by government legislation in 
@ever health care related industries, such as the pharma- 
Memercal jndustry, have only recently begun to apply to the 
production and sale of equipment and devices, and there has 
been a growing concern for the safety and effectiveness of 
the various devices with respect to the patient and the 
meemircian, Particular concern has been voiced with regard 
to the implantable type devices such as pacemakers, mechan- 
iealeVvalves, and intrauterine contraceptive devices. One 
Plemor E€Stimated that in 1974, 100,000 arterial grafts, 
@e,000 heart valves, and 200,000 cerebrospinai-fluid shunts 
would be inserted; and 50,000 new pacemakers would be in- 
stalled. [Ref. 6] He further estimated that by 1975, sales 
for such devices would exceed $640 million dollars and by 
1980, $890 million. Another article puts the number of de- 
Vices produced annually at 100,000 separately identifiable 
items, produced by 3,000 manufacturers. [Ref. 14] 
Legislation, still pending in Congress as of June 
1973, would regulate the safety and efficiency of all medical 
devices on the market through the mechanisms employed by the 
Federal Food and Drug Administration and the U.S. Department 
Geeticalth, Education, and Welfare for controlling pharmaceu- 
ticals. [Ref. 14] The problem with hospital diagnostic and 


therapeutic equipment remains, however, as the market for 


tpl 





‘ 


ieweend existing items increases. Surgical Business, a hos- 
pital equipment industry journal, in 1972 compared the grand 
meeat Of Shipments of medical care related items for 1963 
pieetnoO7 With a projected outlook for 1972. [Ref. 15] The 
industry figures for 1963 were $1,000,500,000, for 1967 
were $1,502,900,000, and projected for 1972 were $2,171,600,000. 
buery hospital in.America, private or governmental, 
Meoma closet full of expensive but useless equipment, pur- 
mieeea On the basis of justifications submitted by well-in- 
tentioned but perhaps misled medical staff members who became 
mer ly Chamoured by the glowing claims of the manufacturers. 
momsndcer the fad of the mid 1960's for installing hyperbaric 
chambers in hospital operating rooms. Costing near $100,000 
Meweinstallation, their value to the surgical patient is now 
Semciaered marginal. [Ref. 6] Perhaps the most significant 
mamgencation for administrators of health-care facilities lies 
mime relationship between the physicians and the medical 
equipment manufacturers. The annoying questions which recur 
throughout any discussion of technical medical equipment and 
devices are "how can one physician or specialist keep abreast 
meee the almost daily technological advances in the medical 
equipment market?", and "what assurance can he give that 
this or that item is the best investment for his hospital?" 
Mines answers are not simple. The physician must rely, for 
Miemmost part, on what he reads in his technical journals, 
Sethe advise of his professional peers, and ultimately on 


the sales pitches of the manufacturers representatives. 
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Beactly how much credibility can be placed on each of these 
memencesS Of information is a matter for conjecture. One 
meecs Only to thumb through the latest issue of Hospitals 
fmeedie Journal of the American Medical Association to dis- 
Cover what is perhaps the most extensive advertising cam- 
paign in any American industry. Pharmaceutical and medical 
equipment manufacturers spend countless millions of dollars 
eaem year im advertisement and product promotion. Sales 
meee ceciitatives, constrained by little more than the desire 
memeee able to come back and sell again, virtually guarantee 
their respective equipment lines to be "just what the doctor 
Sraered.” the hospitals’ equipment closets, however, bear 
Mmeenevidence to the fact that such glowing guarantees oc- 
casionally go awry. 

Even if the uncertainties relative to manufacturers 
claims of safety and effectiveness of medical equipment were’ 
femeniazed, the considerable variability in the economic life 
of many items remains a significant problem. Many individual 
meems, such as those utilized in a nuclear medicine unit or 
feelinical laboratory, must be amortized over a very short 
femrod of time due to early obsolescence. The short and 
unpredictable economic life span of medical/technical equip- 
ment severely complicates the program decision analysis and 
miemresulting financial funding arrangements. 

S. Short-fall Problems in Capital Financing 
iferemexists considerable Goncerm in the health-care 


industry, for the expanding unmet capital funding needs of 
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femerth-care institutions. The present trends in the growth 
Saeospital Services and facilities are beginning to out- 
femeance the corresponding availability of capital funding. 
Studies conducted by the U. S. Department of Health, Educa- 
tion, and Welfare project an industry need for about twenty 
billion dollars worth of new capital during the next five 
Meers. [Ref. 16] Of the $20 billion needed, $12 billion 
Mmetebe Spent on general hospitals, $8.5 billion on modern- 
maation Of existing facilities, and $3.5 billion for addi- 
m@monal capacity. As traditional sources of funds for 
meopitals decline, new conventional means for obtaining 
@eoatal must be developed and utilized. Historically, most 
Meepitals obtained their financial capital from philan- 
mmo ptc and governmental Sources. As little as ten years 
wae the typical community hospital received close to thirty 
Percent of the funds needed for facility expansion from 
Momebanthropy, about thirty-five percent from governmental 
Sources, and the remaining funds from earned reserves. [Ref. 
16] The percentage shares are considerably less today, even 
though in absolute terms, philanthropic and governmental 
supplied funds are increasing. The obvious dilemma faced 
Pyeospitals, again, can be traced to rapid technological 
change, the high degree of obsolescence, and the general in- 
mrease in the demand for health-care at the community level. 
Of increasing importance as a source of capital, the 
third-party payers, i.e. Medicare/Medicaid and health in- 


Surance programs, reimburse the hospitals for treatment 
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memcerca tO their members. Some critics, however, point out 
that present Miitdew@ar by reimbursement trends actually worsen 
M@itmcapital crunch. [Ref. 17] As an example, current Medi- 
care/Medicaid legislation allows reimbursement only to the 
[eeont Of direct operating costs. Capital investments in 
meant and equipment are reimbursable only on the basis of 
Mmemecurrent portion of authorized depreciation. It becomes 
Pmeeecadingly difficult for a hospital to repay a twenty year 
itopteace payment on the basis of forty year depreciation 
reimbursement. 

Governmental sponsored and financed hospitals face 
emiliar Capital rationing problems. Capital budgeting 
processes are lengthly and are deeply involved with politi- 
Meromrireaucratic systems. Of parcacular concern to 
moewernmental hospital administrators, is the fact that the 
mimdineg Of Capital equipment programs frequently bears little 
memaction to the services provided or the population served. 
The governmental hospitals, particularly the military and 
Eeeerans hospitals, do not receive a specific number of dol- 
mace per patient as do the non-federal hospitals. Conse- 
quently, an increase in patient workload which would be a 
windfall to the non-federal hospital, becomes an additional 
Durden to the federal hospital. 

Giucietnemeasmantlows trom ithe declining but still 
mmematicant philanthropic sources, the governmental grants, 
mime third-party payers, and the direct payers for patient 


care; and considering the short-falls from bad debt write-offs, 
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mreetne las between reimbursement and actual outflows for 
mappedl assets - the best a hospital can expect to do is to 
Stay even. Add in the defensive investment resulting from 
technological improvements along with the demand for in- 
Meeesed patient care Capacity - and the considerable capi- 
@emeeerunch becomes alarmingly apparent. Capital rationing, 
memew complication for hospital administrators, both gov- 
ernmental and private, is now becoming an important param- 


Swett in Capital equipment budgeting programs. 


fe tHE SOLUTIONS 

ine health-care industry, in the face of increasingly 
melstent Criticism from within and outside, is devoting 
considerable effort toward providing acceptable solutions 
omtne atorementioned problems as well as a host of others 
iommmaaaressed in this thesis. Several of the contemporary 
approaches toward solving the various problems will be dis- 
cussed briefly under the sub-headings, Area-wide planning, 
and Financing mechanisms. 

imeesrea-wide Planning 

Incredible as it may seem, long-range community 

merented planning for delivery of health-care services to 
Senoumers is a relatively recent innovation imeche health= 
Mearesinaustry. The planning oriented profile of health-care 
aiaenoet emerge until the early and mid 1960's. ([Ref. 13] 
Since that time, however, intensive effort has been devoted 
moward planning for more effective delivery of health care 


iethe various regions of the country and to developing 
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ee-tems that would be more universal in atehes avanilability 
and that would provide accessible care where needed without 
Mieredsing costs at a rate disproportionate to the avail- 
Gbelaty and the expansion of the services." [Ref. 13] 

Hiesie@eni-care planning agencies at the national, 
mond: State, and local levels, are now formalized and in 
meme instances are financially assisted by Federal grants. 
free 18 and 19 of Public Law 89-79 Social Security Act, 
Pepiic Law 89-237 Planning and. Openations Grants, and Pub- 
mueniaw S9-749 Comprehensive Health Planning Act, provide 
the stimulus within which 170 separate planning agencies 
mmeemoass over 80 percent of the population in America. 
feet. 13] 

Two types of planning agencies are differentiated 
meme ubDlic Law 89-749 - "A" agencies which are State-wide, 
eee 'B'' agencies which are regional. The "A" and "B" agen- 
cies are each responsible for development of specific com- 
prehensive plans, initially on a regional basis and then on 
feoteate-wide basis. in general, the "A" agencies are a 
little better organized, and are able to provide more to 
the individual hospitals in the way of capital equipment 
bucoceting expertise, than are the "'B" agencies. 

One small, but very important provision of another 
health-care related statute, the Social Security Amendments 
meet 72 (Public Law 92-603) ties Medicare reimbursements to 
feate and local health facility plans. The law authorizes 


the reduction of Medicare reimbursements to institutions 
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Mmeeriicerest, depreciation, and réturn on equity capital 
(where apelicablé) related to capital expenditures in excess 
of $100,000 that are determined to be inconsistent with 
State and local health facility plans. [Ref. 18] 

[VOuLeccCiiMmOULCnOWwLiNs Of the comprehensive health- 
fare planning philosophy, which are of significant importance 
mimcerms Of capital equipment budgeting are the hospital 
Menmoer and shared service concepts. 

a. Mergers 

PMiEIOugh Primartly academic at this time, there 

memconsiderable discussion in the health-care industry over 
a variety of merger strategies designed to combine the ef- 
heres and Capital assets of two or more community hospitals 
memying Common patient populations. The industry is in 
Meneral agreement over the need to centralize health-care 
delivery systems within the community, but there exists 
@onsiderable reluctance on the part of administrators, med- 
meaiestatts, and governing boards to destroy the individual 
miceeautonomous character of their respective institutions. 
[Ref. 19] 

Dew olared Services 

The sWaring of individual hospital services on 

a collective, community-wide basis appears to be gaining 
mader support than the outright merger. Some form of shar- 
ing occurs in over half of the nations hospitals with a 
Sonciderable amount Of satisfaction being voiced. The re- 


Pritant benefits in terms of dollars saved in both capital 
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assets and operating costs lends considerable support to the 
merce Sharing Concept. One study of the Minneapolis area 
fmeyected Capital cost savings of four to six million dol- 
lars and annual operating expense reductions of four mil- 
imomeat two large Minneapolis metropolitan hospitals if they 
Were to share thirty services. [Ref. 19] 
A parallel planning and regionalization concept 
Stsces in the health care delivery system of the U. S. Navy. 
Virtually all Naval Hospitals in the United States have 
broadened their area of responsibility to encompass the 
Memtpneral medical care activities within their respective 
meenons. the former Naval Hospital at Oakland, Calif., as 
an example, is now the Naval Regional Medical Center and 
the Commanding Officer of NRMC presently exercises both 
ifemagement and technical control over the activities of ten 
dispensaries located throughout the San Francisco Bay area 
as well as the Naval Hospital in Oakland. 
fee limancing Mechanisms 

Given the present and projected future capital fi- 
Maneing crunch, and the costs vs. reimbursement short fall - 
Mmeepitals are gradually looking toward other means for 
financing their additional investments in capital plant and 
Saiuipment assets. Two sources of investment SAY ICE IL ievbavebh ever 
beyond the traditional philanthropic and governmental sources 
discussed earlier, which are gaining increased importance 
in the health care industry are debt financing and leasing 


er rangements . 
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a. Debt Financing 

ine =inereased importance of debt financing to 
meemitalS was made a matter of record at the proceedings of 
an institute conducted by the American Hospital Association 
mememicago in 1961. The results of the proceedings, pub- 
meoled 1m a report titled Guides to Capital Financing of 

Maeomiials., devotedsaachapter to. {Mortgages.and Debentures" 
which described in detail the use and limitations of debt 
mmancing. |Ref. 20] The guide lists the sources of debt 
Septal in order of their importance as the public bond or 
debenture market, insurance companies, and bank loans; and 
places the maximum loan limit for hospitals at fifty per- 
Semenot the ''reasonable or sound depreciated value of the 
Meepital after investing the proceeds of the loan”. 

The interest charges on hospital borrowing seem 
momparaliel those noted in other low risk industries. In 
general, hospitals appear to be relatively stable loan risks 
primarily because of their ability to obtain reimbursement 
fOr services provided. 

Tax-exempt financing, the borrowing advantage 
recognized by municipal hospitals, is now becoming available 
memthe voluntary, not-for-profit hospitals under the pro- 
fmetons of the unique "63-20" rule. [Ref. 21} Under the 
moo 20"' rule, the Internal Revenue Service cll lois) Eax>€ XCMpiE 
offerings if the borrowing hospital agrees to turn over its 
fmoeperties to a city, county or other political subdivision 


when the debt is retired. The issue concerning the advantages 
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of tax-exempt financing for hospitals, however, is debatable 
Mee@ause Of the full reimbursement for interest expenses by 
third-party payers. As long as Medicare/Medicaid and hos- 
Pmealizacion insurers accept the inclusion of interest ex- 
memeee in the calculation of the daily patient charge, it 
Peimiake little difference to the hospital what interest 
maee it pays. 

Although not a consideration for the govern- 
Memral hospital, the private hospital's use of debt financ- 
ing 1S now a vitally important source of funding, and the 
meeportion of debt capital to other funding means is ex- 
Mmeeeca £0 incréase throughout the health-care industry. 

b. Leasing 

Off-balance-sheet Poa cmnoer Or Medi tan scq lap 
ment is beginning to gain considerable impetus, at least in 
Maemprivate sector of the health-care industry. Medical 
equipment manufacturers and third-party leasing companies 
Memer a Variety of leasing options to hospitals and com- 
femet1es from individual items of equipment to entire fully- 
equipped hospitals. The leasing option available for medical 
technical equipment, although not the panacea for all hos- 
Pitals, does provide a viable alternative which should be 
eeimetaered in Conjunction with the other alternatives of 
buying, and borrowing and buying. 

Cieeedvantaces. sincere 1seno accurate Count of 
the number of hospitals which act ene participate in some 


form of leasing, although most hospital authorities agree 
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Pepe there are at least four major advantages which accure 
to hospitals which do consider leasing as an option to 
buying. 

(a) Capital Conservation. Payments for 
leased equipment are made out of annual operating funds as 
opposed to capital investment funds. | 

(b) Third-party Reimbursement. Third- 
party reimbursement is almost always assured in the case of 
annual lease payments as the lease payments are considered 
a part of the hospital's operating costs. There are some 
inherent difficulties, which will be discussed later, with 
meepect CO the form of lease contract which may negate this 
advantage. 

(ce) “Hedge Against, lecimiorozicam Obsoles- 
@emec. Certain items of medical equipment which have not 
mememacnacved the "state-of-the-art" are risky items to pur- 
chase outright. Many lease companies assume the risk of 
technological obsolescence and assure their lessees of up- 
Pmoedate Cquipment as new developments become available. It 
Heeprobably safe to assume that there will be additional 
costs involved, but these costs should be identified in the 
lease contract for comparison with the potential losses 
meeulting from owning the equipment in the first place. One 
hospital in Albany, New York purchased a $32,000 multiple- 
fest chemical blood analyzer in 1968, only to realize ten 
months later that the unit was already out-dated and that 


it needed to be replaced. The Albany hospital replaced the 
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omelyzer, by then worth only $10,000 in salvage, with a 
[eatced Unit which has since been replaced several times by 
mimes iessor. [Ref. 23] 

(d) Tax Shield. An advantage accruing 
Preys to the for-profit hospitals, lease payments are tax 
feauictable. | 

(2) Disadvantages. The disadvantages of leasing 
moeiospitals are the same as for any other business activity. 
Aside from relative cost considerations, hospital adminis- 
feeeors Should take care in selecting the type of equipment 
to be considered, and form of the lease contract to be 
meeOtiated. 

(cay eediative "Cese, Considerations. the 
mrss, UNdiscounted costs spread out over the léngth sof the 
metecmcontract are certain to be significantly greater than 
meceiiniliar measure of costs associated with out-right pur- 
Meee. EXactly how much greater is a difficult question, 
although some hospital authorities speculate that the lease 
alternative adds about twenty percent, in gross dollars, 
mempared to the cash purchase. [Ref. 22] It is assumed 
baat the twenty percent differential does not take into ac- 
mount the loss of salvage at the termination of the lease. 
tne relative costs or benefits of the lease alternative, 
however, become less clearly defined when a third alterna- 
mve - to borrow and buy - is proposed, as interest on ae 
fept adds additional burden to the purchase alternative. 


Finally, when all three alternatives are discounted by the 
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@eweenlated "“cost-of-capital" to reflect the time value of 
money, the resulting outcome is even less predictable. It 
would behoove a wary equipment proposal decision-maker to 
mmoure that the relative costs of each alternative are 
identified before deciding which way to go. 

(b) Equipment Suitable for Leasing. Equip- 
ment leasing companies will lease virtually any item of 
equipment desired by the hospital. It is, however, to the 
distinct disadvantage of the hospital to lease equipment 
meets which have long, well-defined, and useful lives. It 
has been suggested that any item with a predictable life of 
@emeevears or more should be purchased out-right. [Ref. 22] 

(c) Form of the Lease Contract. Lease 
contracts should be Seeseivescrulciiized DeroOre eCntcring intc 
Mimemacreement. tIhere are a variety of leasing arrangements, 
from the true lease to the lease-purchase agreements, which 
may be available to the hospital. It should be pointed out, 
moewever, that any contract which implies the intent on the 
Bert of the hospital to acquire the leased item (i.e. "option 
to buy" or "turnover" stipulations), may negate the advantage 


Giecenird-party reimbursement. 


fe | ~=SUMMARY 

This chapter presented a broad range of topics dealing 
with the underlying philosophy of capital equipment budget- 
mmeein the health-care industry in general, and discussed 
some of the contemporary problems and corresponding solutions 


waich manifest themselves throughout the health-care industry 
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pa@ewhich are the object of considerable debate in current 
iieceraturc. 

It is realized that while much of the material presented 
did not deal specifically with the methods by which individ- 
maenospitals develop, analyze, and fund their specific 
Seeital Cquipment requirements; it is suggested that such 
methods cannot be logically divorced from the broader and 
fementar-reaching aspects of the delivery of health services 
meeceneral. Therefore, the material presented in this chap- 
Memewas arranged to acquaint the reader with a perspective 
Beaut the health-care system, within which specific discus- 
Pilens in subsequent chapters concerning capital equipment 
budgeting in Naval hospitals, VA hospitals, and non-federal 


teepitals, will be addressed. 


45 





Fi1l. CAPITAL EQUIPMENT BUDGETING IN NAVAL HOSPITALS/RE- 
SHOWA MEDICAL CENTERS 


A. OVERVIEW 

mine Navy health-care system provides a full range of 
Neailth services to a population of over two million active 
duty and retired Navy and Marine Corps personnel and their 
M@epencents. At the present time, there are over 1500 Naval 
Memereal treatment facilities, ranging in scope from full 
Eeavice hospitals to shipboard sickbays. The workload for 
fmemNavy health-care system during Fiscal Year 1973 was 
memercedly over 362,000 in-patient admissions and over 
mee? 2,000 out-patient visits. [Ref. 23] The medical 
misemportion of Fiscal Year 1974 Navy budget, just recently 
Mepmopriated by Congress, amounts to $354.6 million. [Ref£. 
24) 

ihe Majority of the Navy health-care system workload, 
memmpercent of the admissions and 78 percent of the out- 
Peerent Visits, is performed by twenty-eight Naval Hospitals 
and Naval Regional Medical Centers located throughout the 
continental United States. The Naval Hospitals/Regional 
Medical Centers are organized and administered under the 
@echnical and management control of the Bureau of Medicine 
ma Surgery. In addition to routine hospital services, a 
number of the Navy hospitals orowide iicenimana res ldeney 
meaining programs, conduct health-care related research and 
development, and furnish specialized care and treatment for 


complicated illnesses and injuries. 
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Peo toLEM FOR CAPITAL EQUIPMENT BUDGETING 

The system for capital equipment budgeting in the Navy 
hospitals is a long and involved process, not unlike the 
Capital equipment budgeting systems employed by other mili- 
moeyeecepartments and agencies. In brief, the process be- 
Memos with the identification of a need for a specific item 
Pemeguipment at the department head level. This need, jus- 
fmeemed On the basis of the requesting units function or 
[mereron, iS transmitted through the local chain-of-command 
where it is analyzed and if approved, transmitted as a 
mmmeere line item with the total equipment requirements 
meee t to the Bureau of Medicine and Surgery in Washington, 
woe At BUMED, the equipment budgets from each of the 
twenty-eight Naval Hospitals/Naval Regional Medical Centers 
Peemseprepated into specific groups of equipment types and 
mmemocreened item-by-item by BUMED consultants in the ap- 
meer tate medical/dental specialties. Upon completion of 
the technical review, the budgets are re-assembled consoli- 
mreca into a total BUMED equipment budget package, and are 
mistitied at the Navy Department level for inclusion in the 
annual budget submission to the Department of Defense and 
Mmitaimately to Congress. Once appropriations are enacted, 
BUMED transmits the necessary accounting data and specific 
approval to the field activities for procurement action. 
The entire cycle, from the identification of the need to the 


receipt of funding, encompasses twelve to eighteen months. 
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equipment Categories 


EGwipmemt nhequirements at BUMED field activities are 
funded in a variety of categories, each with a unique set 
Seeecupportive requirements. [Ref. 25] 

Geinivestment BQUlpment 

iivmesctiientecaduipment Lunded within the Other 
Paoecurement Navy appropriation (OPN), includes all standard 
and non-standard items of equipment which have a rails cost 
above $1,000, have an expected life greater than one year, 
am@amare not consumed in use, 

Pee Ncwe Comstruction Equipment 

Le meoi= trict tOnwecqdMipment —catevory Ineludes 
Siecitic items of Equipment required to outfit new hospital 
Meee ruction projects. Items in this category are generally 
GContractor furnished and are funded through the Naval Fa- 
Sem@eetes Engineering Command under specific Military Con- 
feeectioOn appropriations (MILCON), five to ten years in 
advance. 

eumekescarch and Development Equipment 

RDTGE project items are normally justified and 
meehintcally approved as a part of a research project, and 
are funded through RDT&E appropriations. 

aaeopecial interest Items 

There are a wide variety of equipment items which 
meauire specific justification and technical approval re- 
meediless of cost. Within this category are-essentially all 


Pimlee labor saving devices, air conditioners, etc. The 
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femal supply Manual, [Ref. 26], contains a list of special 
imeerest equipment items and prescribes procedures for ob- 
meeenane authority for procurement. In addition to the 
aforementioned administrative items, BUMED requires special 
@meeeest treatment of dental chairs, dental operating units, 
mimeeleased or rented equipment, and miscellaneous items 
meager the technical cognizance of other bureaus or offices. 
SeeiOhesenvestment Eqmapment 
All equipment items under $1,000, with the ex- 

ception of special interest items, are budgeted and approved 
Pocally in shopping-list format, and are funded within the 
local operating allotment - Operation and Maintenance Navy 
appropriation, (O&GMN). 
Gee EQUIPMENT BUDGETING AT THE HOSPITAL/REGIONAL MEDICAL 

SENTER 

iiembpureauw of Medicine and Surgery prescribes general 
guidelines within which Naval Hospitals develop their own 
Pocal capital equipment investment programs. The guide- 
tines are broad in nature and deal primarily with the 
Meamlatory aspects, the form, content, timing, and justi- 
mene documentation of capital budget submissions. A copy 
of BUMED's suggested outline for justification is provided 
Memippendix A. Within BUMED's guidelines, the individual 
hospital's budgeting process normally proceeds through four 
‘phases: development of requirements, Veretilecatzon and con- 


Pomidation, analysis and review, and submission. 
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ten evelopment of Equipment Requirements 


The annual equipment budget cycle generally com- 
Meatiecs In Carly Summer with the issue of the "budget-call", 
memerrcermal directive initiated by the comptroller. The 
framical and administrative service chiefs, hereafter re- 
ferred to as program managers, evaluate their respective 
equipment needs in terms of replacement and/or new equipment 
m-auarements, and prepare separate requisitions for each 
item over a locally specified dollar value - generally $100 
mereline item. The requisition, normally a locally re- 
meeedauced form, contains a description of the item, its 
meee Urgency of need, and brief justification of need. 

Zeeeeveritication and Consolidation 

Each program manager's equipment budget package is 
fmeeenred by the comptroller budget staff. During the screen- 
mmemmrecess, each line item is closely scrutinized, firm 
prrces are moeaned IG guisehe Med t MONS ver ittcd. ) Inthe 
menor replacement requirements, the plant property ac- 
mammr cards of the existing items are screened and in cer- 
mam instances the equipment items themselves are inspected 
by medical equipment repair specialists attached to the 
Meepital. The total hospital equipment budget is then con- 
se@ladated into four categories: investment equipment for 
the budget year, investment equipment for the budget year 


plus one, RDTGE equipment, and non-investment equipment. 
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3. Analysis and Review 

Analysis and review of the hospital equipment budget 
Beeceesunction of the hospital budget advisory council. Al- 
though the specific composition of the council varies from 
hospital to hospital, the council is generally chaired by 
the Deputy Commanding Officer and contains senior represen- 
mreives from cach of the major clinical and administrative 
services. The function of the council is to recommend ap- 
proval or rejection of specific items of equipment for con- 
meencice by the Commanding Officer. Occasionally, the 
eem@et) will call upon the originator of a specific req- 
iiertion to personally discuss and further justify his 
Particular need before making final recommendation. A 
secondary function of the council extends to the ordering 
Sieeduipment priorities. Throughout the year, as pre- 
semmpeda by local policy, the budget advisory council re- 
evaluates the total investment equipment budget and places 
Siemindcividial items in priority Sequence. The resulting 
equipment investment list sets forth the equipment budget 
plan for the current fiscal year from which BUMED funds the 
equipment, item-by-item, as OPN dollars become available. 

4. Submission of Requirements 

iticenospatal Seequipment budget requirements are 
transmitted to the bureau in two increments. First, during 
October, the currently developed requirements for investment 
(OPN) equipment are submitted for technical approval, each 


mectmtully justified in writing. Second, during June just 
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meeeor LO the DUudget year, a priority list of all previously 
approved but unfunded, and present approved equipment re- 
fmerements, are submitted. The non-investment requirements 
Beeemaimcained by the comptroller in “shopping-list" format 
Pmommenocurement action as local operating funds become 
available. 
meecontinuous Budget Activity 

The local equipment budgeting process does not end 
mrmemecie SUDMISSiLOon of requirement to BUMED, but is per- 
memmated in the form of a continuous and constantly changing 
miot OL investment equipment requirements as noted below: 

“eeiocatca errority Listing 

hatrouechwetite buUdGet Call procedures described 

weer On an annual time cycle, equipment requirements are 
Mmmantc in Nature, and do not always occur at a specific 
time each year. Emergency needs arise throughout the year 
as the result of unforeseen equipment failures and unplan- 
ned workload increases. As the new interim requirements 
Seeur, they are added to the command priority listing. If 
they involve major sums of money, or are required in the 
immediate future, they are communicated directly to BUMED 
Vila message or telephone. 

De homered Reduilsi G1ons 

OPN funds received never adequately cover tech- 

Mecally approved requisitions. At the elosemor the fisieall 
year, each hospital has OPN equipment requirements which 


although technically approved, were not funded. These 
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requisitions are automatically cancelled by BUMED and if 
miemrequirements are to be reinstated, they must be re- 


submitted with the July cquipment budget. 


OS] CAPITAL EQUIPMENT BUDGETING AT THE BUREAU LEVEL 

The Bureau of Medicine and Surgery enters into the hos- 
Petar cquipment budgeting process on two fronts. First, 
technical review of proposed investment equipment programs 
@eeeme hospitals. Second, administration and distribution 
of OPN funding for the technically approved programs. 

meee lechnical Review 

MiesmMateriel Division of BUMED expends considerable 

fnemand effort in keeping abreast of the complex medical 
Paoeaaministrative equipment industries. By means of fre- — 
Mlemt contact with the manufacturing industry representa- 
fmmes and health-care industry experts, the Materiel Division 
is able to develop a fairly rigorous body of knowledge about 
the various types of equipment available, and arrive at some 
mrrermed Conclusions about the use and limitations of specif- 
Memitems. In addition, BUMED frequently funds test and 
Pweaivation projects at selected hospitals for the purpose of 
mether analyzing specific clinical and administrative equip- 
ment items being considered for all hospitals. It is on the 
basis of this knowledge, along with an understanding of the 
Beope of the requesting hospital, that BUMED provides Leeln= 
Maem assistance to individual hospitals in terms of their 
respective equipment budgets. The investment cquipment 


requisitions, reccived from the hospitals in October, are 
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separated into the various medical/dental/administrative 
Specialties and each group is reviewed by the appropriate 
memoultant in that area of expertise. As it happens, the 
Penmsultants are frequently operating personnel, attached to 
wires f1eld activities, who have demonstrated their ex- 
meeeescc Il a Particular technical area of specialization. 
meee time of this writing, the consultant for X-ray equip- 
femtetsS the Chief of Radiology at the Naval Regional Medi- 
maeecnter in san Diego, the laboratory expert is the Chief 
Meme arnology at the Medical Center in Bethesda, Maryland, 
and the administrative equipment consultant is a Medical 
meamece COrps Captain in Code 45, BUMED. Each consultant, 
mone Teviews his group of equipment requisitions, is quite 
emmeomtelephone the originator of a paYicuiar request in 
Mmmger tO provide additional assistance or to resolve an 
miprclity noted in the requisition. Approved requisitions 
are maintained on file at BUMED while disapproved submis- 
muenicmare returned to the requesting hospitals. 
Peele Indie Adninastration and Distribution 

DUM MeGomenealsethe purse Strings. All investment 
equepment dollars, as well as operating allotments, are al- 
Meeavea tO and administered by the bureau. The bureau 
developes and maintains the health-care contingent of the 
Navy's “Five lear Defense Plan (FYDP). The projected health- 
Sates procrams are prepared, justified, and defended to OPNAV, 
DOD, and ultimately Congress by staff planners and program 


Pebrectors eat BDUMED, Within the constraint of an Annual Planning 
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Pmeure {APF} established at OPNAV. Although the FYDP plan- 
ning is predicated on a constrained dollar limit at the 
five year level, BUMED's budgeting effort is devoted pri- 
Marily to a detailed justification and support of the total 
Mmivestment package for the up-coming year. Once the total 
OPN appropriation has cleared Congress, and has been ap- 
portioned, BUMED faces the complex task of allocating the 
menmced OPN dollars to the field activities. The bureau 
fevelopes an initial planning allocation based upon the 
mollowing three factors: 
Gee eTrecitage, Of Total Owned Assets 
Each hospital/regional medical center, clas- 
Sified on the basis of the percentage of total Navy health- 
Menpenassecs Owned, 15 initially alloted an equivaient 
Mencentage of the OPN funds, as a first approximation. As 
mer anple, 1: a Single medical center controlled eight 
memeent of BUMED's total resources, it might be initially 
mmocatcd Cieht percent of the OPN funds available. 
bee Ureency of Need 
Based upon the submitted justifications and 
other known factors, such as remoteness of location, BUMED 
is able to arrive at some qualified estimate as to the 
caotemey ot meed and allocate OPN funds on the basis of in- 
Pracommand priority. 
WoO DcCeloliiterest Programs 
The bureau manages a variety of special health- 


Be imemnetated programs at designated field activities. Each 
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peorrdam. such as the “frozen blood program” and “drug screen- 
ing program’, requires miscellaneous items of equipment which 
ape tunded directly through the respective BUMED program 


Manager. 


PeeeeeNALYSIS OF THE NAVY SYSTEM 

miemNavy Nealth-care organization appears to utilize a 
fairly systematic approach toward generating, analyzing, 
Tanking, and funding capital equipment investment programs. 
Meme vels of authority seem to be fairly well defined 
menoughout the budgeting process. The local hospital com- 
mand prerogative extends to equipment items under $1,000 
Meeceopt £Or special interest items), and encompasses the 
priority sequence of technically approved items over $1,000. 
The Bureau Cl (comeinc Andes uUnecenyeretaims technical ap- 
meeval authority for items over $1,000, and exerts fiscal 
Sel>otraint by means of the allotment process. In summary, 
mm@emrolLe of the Bureau of Medicine and Surgery with regard 
moetne individual hospital's capital equipment budgeting 
meeeess 15 One not unlike that of top level corporate 
eemetecmenc Of a partially decentrallized, corporation. The 
Bureau provides a broad capital budgeting framework within 
Mires the individual hospital's generate and process their 
feewective equipment requirements to satisfy local operat- 
maoemeeds., It, the bureau, reviews. and technically ap- 
beoves, Or Selectively rejects the equipment budget proposals 
pimtaesDasis Of informed judgment, and allocates the result- 


PioMOPNeSUNGINg in SUpport of the approved programs on a 
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femority basis and by means of an implied but real capital 
metoning process - the limitations inherent in the legis- 
Meare appropriation of taxpayer dollars. 
Peers S!UDY IN CAPITAL EQUIPMENT BUDGETING AT THE NAVAL 
REGIONAL MEDICAL CENTER, OAKLAND, CALIFORNIA 
Peepriet, On-Site survey of the capital equipment budg- 
eting system utilized by the Naval Regional Medical Center 
meeconducted in March 1974. The results of the survey 
are provided in the following sections. 
1. Background and Organization 
The Naval Regional Medical Center (NRMC), Oakland 
Mmemratrly typical of a moderately large Navy health-care 
Beerlity under the technical and management control of the 
mime Of MEGiCcine and Surgery. As re result of a recent 
momovation in Navy health-care facilities, the previously 
fesevenated Naval Hospital was reorganized in 1973 as a Re- 
gional Medical Center. The Naval Hospital Oakland is now 
feemsolidated with ten Navy health-care dispensary facili- 
mpesetnroughout the San Francisco Bay area to form a single, 
tUmecaed administrative command. A copy of NRMC Oakland's 
organization chart is provided as Appendix C. 
2. Workload 
Representative samples of the inpatient and out- 
patient workload at NRMC are as follows: 
inpatients 
Normal bed capacity is 650 beds with expanded 


capabilities to 800. During 1972 NRMC Oakland admitted 
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Menc7G Patients for an average census of 590 and an occu- 
Mmemiley rate on the expanded Capacity of 76.1. [Ref. 27] 
BenmCuULpDatients 
OWee tebe esVisges during the first quarter of 
mee 4 totaled 183,492 for the hospital and the ten 
Peeemensaries. [Ref. 28] 
Se Operating Costs 
i emaviromexpenacadsduUnimcethne Lirst quarter of FY 
meee totaled $3,371,846, of which $57,498 was spent on 
Saeuepment. |Ref. 28] Total operating costs for FY 72 
amounted to $21 million. [Ref. 27] 
4. NRMC Oakland Investment in Capital Equipment 
Hic tOUMmmivestinelel im ceapltal equipment for the 
Dememeat Center and ten dispensaries is reportedly just under 
meermitliion dollars. [Ref. 29] 
oe Capital Equipment Budgeting Process 
The system utilized by the Naval Regional Medical 
Memeper, Oakland, for generating equipment needs, for com- 
municating the needs from the project managers through the 
Chain-of-command to the Bureau of Medicine and Surgery, and 
mie Ultimate funding of the approved equipment proposals 
was observed to be closely aligned with the general pro- 
Seaures described earlier in this chapter. 
Deore aiaat On OL tnesbudgseLing Process 
Within the NRMC organization, the responsibility 
for investment equipment in terms of generating additional 


and replacement needs, for coordinating the equipment 
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program, and for evaluating, approving, and ranking the equip- 
Meme requirements, rests at essentially four levels: Pro- 
gram manager, Comptroller, Equipment Review Committee, and 
ames Commanding Officer. 

(1) Program Managers. The program managers, 
Gemewetlly Chiefs of Service, are responsible for generating 
Mpamaocumenting new and replacement equipment needs in sup- 
pees or their respective programs. 

iC) eonmenoulon sume comptroller developes, 
Seg@erdinates, and monitors the NRMC equipment budgeting pro- 
meieender the direction of the Commanding Officer; and 
provides liaison between NRMC and BUMED in matters pertain- 
i7etO Capital equipment investments. 

Cs) equipment RevilcyeGommittee. The NRMC 
Equipment Review Committee, chaired by the Deputy Command- 
Mrmeorricey, Contains seven senior members representing 
Major clinical and administrative services. The committee, 
Pemenemects irregularly throughout the year, receives and 
mevrews the equipment program requirements, and makes recom- 
Mema@ations to the Commanding Officer for approval or rejec- 
meonewe A second function of the committee involves the 
aimee Of technically approved equipment requirements in 
priority sequence for subsequent acquisition as OPN funding 
1s made available from BUMED. 

b. NRMC Budgeting Cycle 
liiemaneccauic  evelhertOr Capmtaleequipment budget - 


mig at NRMC Oakland progresses through the following steps: 
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(1) the budget call, an internal NRMC Notice, 
is published and distributed during July or August, eleven 
Memens prior to the target fiscal year. A copy of the NRMC 
meet Call for FY-1975-76 1s provided as Appendix C. At 
the same time, or shortly after the budget call is dissem- 
[raced, the comptroller budget staff distributes to each 
Program manager, a computer print-out which lists previously 
requested but unfunded equipment requirements. 

(2) The program managers review their respec- 
tive equipment listing in view of continuing needs and 
meateve those items which are no longer desired. New equip- 
ment requirements are merged in priority sequence with the 
Meeomeyear requirements and are forwarded to the comptroller 
meet Staif prior to the date specified in the budget call. 
A copy of the NRMC procurement request is provided as Ap- 
pendix D. 

CJmalhne conptroller blidget Staff Consolidates 
the equipment budgets of the program managers, screens the 
Meaquisitions for accuracy and completeness, and assigns 
Mmeauisition numbers. The Comptroller calls a meeting of the 
pauapment Reyiew Council. 

(4) The Equipment Review Council reviews the 
new budget submissions and recommends approval or disapproval 
mothe Commanding Officer. 

CSieeoubccauent co the Commanding Officer’s re- 
view and concurrence, the equipment budget is transmitted to 
BUMED in October, eight months prior to the budget fiscal 


peat, .Or technical approval. 
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(WmeeusinrT ounte tice beginning of the budget 
fon, and at other times throughout the year as necessary, 
the Equipment Review Committee reconvenes for the purpose 
Seeimceprating the new, technically approved budget items 
meeomcne total investment equipment priority listing. The 
mimtateup-date 1s submitted to BUMED in early July and it 
substantiates the equipment program which will be funded, 
meem-Dy-item, aS investment dollars become available through 
DPN . 

(7) The equipment budget is perpetually up- 
m@meed throughout the fiscal year by additions, deletions, 
miemmenanges in priority. Resulting changes are transmitted 
MomeuMED as they occur, or if numerous changes become nec- 
fey at one time, the entire equipment list is re-submit- 
aes «lhe Beipneit iS eiio evs tetualiyvemaimtained at both 
BUMED and NRMC in the form of key-punched cards which can 
memmatcched, merged, added and deleted on a line-item basis. 

flew atiGebudeet cycle for expense equip- 
ment, items ranging from $100 to $999, follows essentially 
Mieesame Sequence except it is revolved locally without 
meaerence to BUMED beyond the total dollar requirements. A 
MepepetUal priority listing of expense equipment needs is 
maintained and funded on an item by item basis as dollars 
are made available from Operations § Maintenance Navy 


allotments. 
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CweRelatronscnip between Approved Equipment Needs 
and Resultant Funding 


iieemcmcomenrenee Of NRMC, only about thirty 
Mweeent OL the equipment priority list 1s actually funded 
in any one fiscal year. Although in theory, the priority 
Hast should contain equipment needs for two fiscal years, . 
iMm_~=ttal practice the list really represents a four to 
five year equipment program. The Comptroller estimates that 
NRMC will receive approximately $250,000 in OPN funding dur- 
mame. /4 tO Satisfy the top priority group of items on the 
current equipment requirements list which totals $1.5 mil- 
ioe Ine reason for the discrepancy appears to be an over 
zealous submission of equipment proposals, coupled with an 
equipment review process that places more emphasis on rank- 
mene Droposals in priority sequence than it does on crit- 
memely screening the proposals in the first place. fhe 
meemit of this inconsistency 1S an inordinately lengthy 
Mamerity list, four to five times larger than the eomdans 
Pyailable in any given year. 


Ceeeeamalyveis of NRMC Oakland's Equipment Budgeting 
System 


The capital equipment budgeting system employed 
by NRMC Oakland presents a systematic approach toward gen- 
erating, analyzing, and programming the equipment needs of 
the Medical Center within the constraint of an implied but 
meal Capital rationing snarl meme. 

Individual investment items are apparently ap- 


proved and ranked solely on the basis of informed ji.’gment, 
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Mm7tuitzon, and by consensus of opinion. There is no indi- 
Seron throughout the process than any formal quantitative 
décision aids are utilized by NRMC in deciding among alter- 
Maeve investments. Committee action with the Equipment 
meweew COUnCil appears to be the key decision-making pro- 
Sees, around with the entire equipment budgeting system 
Mmewolves at the NRMC level. In theory, given broad rep- 
fMeeentation by both clinical and administrative talent, and 
meeeeanced environment of authority, the resulting Pecom- 
mendations Hiovlasst@hitrelentiy counteract the potentially 
femeeetul effects of marginal “pet projects." Equally im- 
Pemeeainmc to the success or failure of the council, is the 
Mereessity for full cooperation by the hospital staff and 
Pomordence by the Commanding Officer. There is no indi- 
@ation at NRMC that these essential conditions have not 
Meemesatisiied with respect to the Equipment Review Coun- 
meee ihe major criticism of the Equipment Review Council 
memmates to the inordinately large discrepancy between the 
number of equipment proposals approved and the number 
mded. AS was discussed in the previous section, NRMC's 
Eaurpment budget appears to be totally saturated with 
overly ambitious investment proposals which may or may not 
be funded four to five years hence. In conversations with 
midget Stati personnel, it was revealed that the council 
Memaded to be very lenient toward equipment proposals during 
the initial review stages, and then tacitly disapprove the 


marginal proposals later by assigning very low priorities. 


Re 
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Penumber Of ‘nice-to-have"™ proposals might make the priority 
isc Lor a year or two, and then be withdrawn by their 
meemsOrs aiter the realization that the proposals would 
mmotbabdly never be assigned a priority high enough to be 
mmded. it 1S Suggested that more definitive action by the 
Equipment Review Council at the initial review stage, would 
Beeult in less administrative effort and a more relavent 


Equipment budget priority list. 


G. SUMMARY 

itespunpose Of this chapter was to describe the general 
characteristics of capital equipment budgeting within the 
mee Ss health-care system, and to discuss in detail the 
equipment budgeting process observed at the Naval Regional 
Pee@ical Center in Oakland, California. 

In summary, the capital equipment budgeting system 
meazed by the Navy health-care organization is closely 
Constrained by bureaucratic regulations and statutory con- 
muers. Ihe process is lengthly and contains inumerable 
Memols Of technical and fiscal review. The total system 1s 
Mrtircult to assess because of its complicated inter-rela- 
H10nships between the various levels of authority for tech- 
Miear review and separate authority for fiscal determination. 
Mieomauthority and responsibility for the budgeting process 
meaistributed between the local hospital and the Bureau 
of Medicine and Surgery, dependent upon the cost and/or end- 
Meewelassitication of the equipment items. BUMED, as was 


Domitcanout ecarlicr in the chapter, provides assistance to 
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egemnospitals in both the technical approval of the invest- 
Temes proposalis and the resultant OPN funding to procure the 
Seipmoved items. there does not exist, however, any budg- 
meme celacionship between these two separate functions. 
In Other words, there 1S no attempt toward adding up the 
@omerar value of the proposals submitted for technical re- 
Mmweetor the purpose of using that dollar value as a basis 
Momeiunding during the fiscal year. The technical review 
(yee ts Primarily as a means for inSuring that each hospital 
memporepared with the right proposal for the right item of 
eampment when corresponding funds are made available. The 
meenmaical approval for a specific item of equipment makes 
Memi@acit Sluarantee that corresponding dollars will be 
momencoming. 

ftie tunding aspect of BUMED"s equipment budgeting pro- 
Sessemoves in a separate sphere, Aid iterSeMOt hean exactly 
Heweetne funding requirements are developed at the bureau 
moet. It can probably be postulated that BUMED's OPN 
mmereet tO SECNAV and above relies heavily on both current 
requirements and on historical data from previous years OPN 
budgets. : 

mmocmenral, che bureay Like top management of a corpora- 
mole provides technical support in the form of consultant 
eepertise and financial support in the form of OPN and O&MN 
mellars. the hospitals provide their own unique systems 
neeocnerTating, analyzing, and ranking their respective 


needs within the broad guidelines established by the bureau. 
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IV. CAPITAL EQUIPMENT BUDGETING IN VETERANS ADMINISTRATION 
Hoje PETALS 


pee OVERVIEW 

miemveterans Administration, the largest single organized 
meovecder Of medical care services in the United States, fur- 
Meee direct tnpatient care and outpatient services to 
Peeeetble VA beneficiaries from 169 VA hospitals throughout 
Mmmmeoitinental United States. The projected workload for 
Mm@eevA health-care system during fiscal year 1974 is esti- 
mated to be over one ieee inpatients and over thirteen 
fmeon Outpatient visits. The medical care portion of the 
femoudget for FY 1974 amounts to $2.656 billion, of which 
feo! billion is earmarked for direct support of medical 
moeenbealth-care programs in VA hospitals. [Ref. 30] 

iiesindividual VA hospitals, classified as either 
Beemeral Medical and Surgical” (GM&S) or "Neuropsychiatric" 
Mieys are geographically subdivided into seven VA Regions. 
fa mber Of the VA hospitals are affiliated with medical 
Schools for residency and intern training, and some hospi- 
tals conduct medical and OOS ciece wes seustele ene in 


Ponmuliection with or separate from the universities. [Ref. 31] 


Pee. OLEM FOR CAPITAL EQUIPMENT BUDGETING 
The system for capital equipment budgeting in the Veterans 
Pallinistration hospitals, in a broad sense, is similar to the 


wemciieutnlazed by the Navy for health-care activities. In 
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awe, tle process begins with the identification of a need 
meme Specific item of equipment at the department head 
fare Ihis need, justified on the basis of replacement 
Sieureria, technological breakthrough, or on the basis of 
expanding workload requirements, is transmitted through 
the local hospital organization where it 1s reviewed and 
meyzed, If approved, the item request is consolidated 
Peeeneene hospital's overall budget and is submitted-_to the 
femeecolonal Office and to the VA Central Office in Washing- 
meee b>. ©. At the Central Office, the annual budgets for 
all VA hospitals are consolidated and justified through the 
wemrce Of Management and Budget for subsequent Congressional 
Meeopriacing action. The resultant funding is distributed 
momene individual hospitals as target allowances. The ¢en- 
fmremcycle, from the identification of the need by the local 
department head, to the receipt of supportive funding from 
mae VA Central Office, encompasses twelve to twenty-four 
months. 
Pecan tcal Equipment Detined 

Pic eLiiic, tundie, sand control purposes, the 
VA defines capital equipment as any item of equipment having 
a unit cost of $100 or more, an expected life greater than 
one year, and not normally consumed in use. Like the Navy 
Meabti-care system, certain specific items of equipment are 
omerolbhed by the VA Central Office. Examples of items 
Pepvmiiemtecinical control are: cardiac defibrillation 


and pace-making equipment, dental operating units, and 
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office labor-saving devices. Budget requirements for the 
controlled items must be specifically justified at the hos- 
pital level and technically approved by the corresponding 
SeenectOr Of Field Operations in Washington, D. C. [Ref. 30] 
2. VA Equipment Standards 

fic to rans Admimrstratwon publishes a catalog of 
equipment Life Expectancy and Use Standards,'' which pro- 
vides a basis for allocating equipment items by the number 
feepatient beds provided, or by virtue of an authorized 
Seimical service or function. The equipment use standards 
Beeemandatory for all hospitals except that specific devia- 
tions may be authorized in special circumstances when fully 
Meeiived by the hospital staff and by the VA Central Of- 
mec. {Reft. 33) The life expectancy tables contained with- 
ia, the eeadacds new cedua Ni COngeireeTon with a. fo mma lL 
Seuipment replacement program which will be described in a 
meecr Section. 

Se capital Equipment Budget 

Budgeting for capital equipment within the VA medi- 
@al care system is divided into three separate and dis- 
Mmmct processes: the equipment replacement process, additional 
Paupment in support of special projects, and random additional 
Squapment needs. | 

a. Equipment Replacement Program 

The VA aggressively pursues a well documented and 

systematized equipment replacement program which provides for 


Micwonrderly replacement of the capital equipment investments 
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meerndividual VA hospitals. The three stated objectives of 
Mme program are: [Ref. 34] 

CeeloOmconirolecaiipment anventories held at 
meet activities by means of the published use and replace- 
ment standards. 

(2) To maintain a system of recording and re- 
Memetane Of replacement needs, projected for the current. 
maeesucceeding five fiscal years. 

foe PO determine the annual budget require- 
[emis necessary to maintain scheduled equipment replace- 
Memes at current replacement costs. 

itcecaqutpmcnt replacemene programs for individ- 
ieeenospitals are maintained on data file at the VA Computer 
Meme r in Austin, Texas. As new items of equipment are 
meauired by the hospitals, replacement data are automatically 
memputed by adding to the acquisition date, the life expec- 
Maney derived from the "Equipment Life Expectancy and Use 
meandards.’’ The new replacement requirements, programmed 
meen tie Existing data base, appear on the hospital's equip- 
meme replacement up-date when individual items terminal life 
Eeepectancies come within the five-year planning cycle. Each 
Mesratal receives from the computer center, an annual update 
Seetis Cquipment replacement listing for review and annota- 
miemeas t0 replacement planning for items which actually 
mecwerenlacement carlier or later ‘ie @rcmues | Ondatedst1secal 
PIaeeeeEXCeptions to the replacement criteria are recognized 


and accounted for in the replacement programs where actual 
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Peeemience with a specific item of €quipment docs not cor- 
respond with the standards. ‘Abnormal use" and ''technolog- 
fteeemebsolescence’ are acceptable justifications for moving 
Ewempment items forward on the replacement list, subject 
Momene approval of the Hospital Director. 

Upcnmmcomptetion of the local review, the re- 
placement needs are priced to the estimated replacement 
@eeus and are totalled by fiscal year for consolidation into 
aieanndal planning report which is submitted to the VA Cen- 
meemmecaice. At the Central Office, the equipment replace- 
Meme requirements from all VA hospitals are totalled and 
mero led as part of the annual budget for the up-coming 
Meecal year. When funding is received, a final review of 
miwnecplacement program is conducted by the Field Opera- 
fens Directors. When completed, the individual VA hos- 
Mmaedis are allocated their respective portions of the 
eompment replacement dollars in their annual operating 
allotments. 


[— aartlonal Equipment im support of Special 
ma@iects 


Pdvicwitiwenor sadcd1thonalscaquipinent requirements 
Mmeemoenerally initiated when new programs or expansions of 
Seretine programs are planned. The equipment requirements 
mresprogrammed and justified within the major project plan- 
ning package, and are submitted from the individual hospital 
Boetne VA Central Office for approval and funding. The 
equipment requirements portion must be thoroughly justified 


ioewriting, and are submitted to the VA Central Office in 
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fame phase with the program completion schedules. When the 
meet call for supportive equipment is received from the 
femeeenitral Office, the sponsoring hospital prepares and 
submits VA forms 10-1348 and 10-1348a (provided as Appen- 
dix E and F) to the Central Office for approval and subse- 
quent funding. 


Ge Spiddytiuenal Equipment.Requirements Not Part of 
eeomeclal Lrogram 


Budgeting for random additional equipment items 
remains within the prerogative of the individual VA hospitals. 
ieems requested by department heads, which are within the 
memes Of the equipment use standards and are not specifi- 
@aueey Controlled by the Central Office, are approved within 
gem bocal hospital organization and are procured through 
Meedat! Operating allotments. 

4. Analysis of the VA System 

iiiemvr neakth-Care organization, Significantly larger 

meoemore complex than the Navy organization, appears to uti- 
ieee a more Systematic approach to capital equipment budg- 
eting than does the Navy. As evidenced by the three-way 
Capital equipment budgeting process, the VA apparently at- 
Memptes tO segregate, or at least separately identify, the 
ats OF Malntaining its existing facilities from those 
costs associated with expansion and/or addition of new 
Semveces. Although the primary objective of the separation 
memes specifically spelled out, it would appear that the 


inherent advantage would be the capability to justify 
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equipment dollars on the basis of existing vs. expanding 
feces ihe VA Central Office can, in effect, say to Con- 
gress, "Look, we need X number of dollars in our equipment 
program just to replace items which are currently wearing 
Simm or If we are to fulfill the additional requirements 
of this or that program, we will need X number of dollars 
Beyond construction costs for equipment." 

The VA system seems to place more emphasis, in terms 
Maeresponsibility and authority, at the local hospital 
level than does the Navy system. VA hospital directors, in 
mieory, are allowed greater flexibility both in technically 
Meoroving the local requirements, and in deciding which 
atems will be acquired within the budgetary limitation. The 
Meret cctive parameters of the VA system are the specifically 
@emerolled cquipment items, the VA equipment use standards, 
pace the program support requirements. Equipment proposal 
Seerstons not covered by these restrictive parameters are 
made within the discretion of the hospital director, even 
mmeene extent of altering the equipment replacement program 
meme SO desires. 

An assessment of the potential disadvantages in- 
iemene to the VA system will be deferred until the close of 
miemiinial section of this chapter, as it is difficult to 
Sartically evaluate the overall process before observing 


mess Operation in practice at a VA hospital. 
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font SO1UDY IN CAPITAL EQUIPMENT BUDGETING AT THE 
MARTINEZ VETERANS ADMINISTRATION HOSPITAL 


Perict. Mire sla vey sot sence capital equipment budg - 
eting system utilized by Martinez VA Hospital, Martinez, 
Calif. was conducted in April 1974. The results of the 
mmevey are provided in the following sections. 

ieee background and Organization 

itestManrtinez VA Hospital, a_498 bed General Medical 
meer gical VA health-care facility in VA Region Seven, 
meamaetairly recent plant which employes 893 personnel 
meer-time equivalent). In addition to the facilities 
Mmeeated 11 Martinez, the VA hospital operates an outpatient 
mmmere in Oakland and a drug treatment facility in Emery- 
fomene, California. 

vee, Workload 

(Epa ociratlve’ WOrkKloOaed Statistics derived from the 
meemert Of Medical Care Distribution" for the period 1 July 
momo December 1973 are provided below: [Ref. 35] 

eee npatients 

Average daily census of 384 occupied beds for 
fmeoccupancy level of 77 percent. 

DemeeOutpatients 

Outpatient visits during the six month period 
ieoralled 49,630. 

Pee neal Operating Costs 

ioeuenoneratile costseat Martinez hospital, based 


Smetiscal Year 1973 budget, amounted to over thirteen 
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Meelion dollars. [Ref. 36] A pie-shaped graph depicting 
the distribution by hospital service, and a copy of the 
Memeeet plan for Fiscal Year 1973 are provided as Appendix 
Peema ti, respectively. 

Pee eccUrrine® Or Operating expenses totaling 
fz 057,590 accounted for 92.3 percent of the FY 73 budget. 

Bee tion-recurring costs of $997,921 accounted for 
f@emremaining 7.7 percent of the budget. Within the non- 
recurring budget costs, $325,854 was designated specifically 
fmomeasset acquisition - three percent of the total operating 
mimaee t . 

eevartinez VA Hospital Investment in Capital Equipment 

era) lmuvestment in capital equipment assets at 

iereinez iS reportedly just under four million doliars. 
Seeecapital Equipment Budgeting System 

The internal equipment budgeting system utilized by 
Mertinez 1S alleged to be unique among the majority of VA 
hospitals. Although it is not known exactly what system the 
eer VA hospitals use, the essential difference is reported 
mempe Martinez' use of integrated planning committees. Four 
Sommittees, organized within a concept termed "Perpetual In- 
mentory of Needs" (PIN), employ the diverse managerial talent 


feom throughout the hospital into four specific planning 


areas - budgetary, equipment, space utilization, and manpo- 
wemeweerach committee contains representation from the clini- 
Mmueeacninistrative, and professional services. The specific 


ienomityeand responsibility of the PIN committees, in terms 
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of the capital equipment budgeting process, will be discussed 
acer. | 
Poor cami zation Of the Budeeting Process 

Uitesresponsibiliey for capital equipment in terms 
Of generating replacement and additional items, for coordi- 
Mmaecing the requirements, and for analyzing and ranking the 
matted requirements rests at essentially five levels: 
Heparement head, supply officer, finance officer, equipment 
Committee, and the hospital director. 

(1) Department Heads. Each department head is 
meeponsible for verifying and/or justifying exceptions to 
feeomtcems in the equipment replacement program, and for 
initiating the additional equipment requirements cinion are 
Separate from or a part of special programs under his 
feigasdiction. 

Coe ouMpiy Ott mcer . slheshospital supply off1- 
Ser coordinates and implements the annual equipment replace- 
ment program, and provides support and advice to department 
heads with respect to replacement and additional equipment 
meeds. 

(me kinence Orticen. Ihe £imance officer and 
miemiuagvet statf provide direction and support to the entire 
meecess, and coordinate the budget cycle in accordance with 
established time schedules. 

Co equipment Comm clec. = ile equipment com- 
meeuee, a key component of the PIN system, meets bi-weekly 


for the purpose of reviewing, analyzing, and ranking the 
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fmeperal and replacement equipment requirements generated by 
the department heads. The equipment committee acts in an 
advisory capacity only, recommending approval or disapproval 
memcaulpment proposals to the hospital director. 

eos tale wincetonr. “The hospital director 
provides final approval of the budget at the hospital level, 
and concurs with or rejects the recommendations of the equip- 
Meamencommittee with regard to ultimate equipment investments. 

Daeicaieime2z Budeeting Cycle 

Mimo pe Clile Cycle 10h capital Cquipment budg - 
eee at Martinez blends in with and is a part of the total 
mal Operating budget program. The specific steps in the 
order accomplished were observed as follows: 

(1) The budget call, an internal memorandum 
meeenit tated during March for the up-coming Fiscal Year 
mms one. 

(7) Department heads submit their respective 
emumpment needs to the Fiscal Officer on individual VA 
Pewrsicion forms with recommended priority noted. A list 
meme Priority codes utilized by Martinez Hospital is 
provided as Appendix I. 

eV evicmmceteoainecemmand BuUdpet Staff con- 
solidated equipment budget submissions with the remainder of 
Ene Operating budget for review by the Hospital Director. 

(4) The Hospital pirecee and his immediate 
meeraereview the budget submissions, accept or reject in- 
dividual equipment items, and return the approved budget to 


jmmeerascal Officer. 
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(ee inheeapproved budeet is prepared in smooth 
format and submitted to VA Region Seven, and VA Central Of- 
Mmmaeenauring May, fifteen months prior to the budget year. 

(6) A gross planning figure is received from 
femeys Central Office in January or February, six months 
Peemor tO the budget year. Martinez Hospital prepares to 
femend the inevitable reduction in original budget dollars 
moma scheduled hearing with VA Region Seven Headquarters. 

Ceeeverinat mudceL 15 developed in April, just 
Memento the budget year, as the result of face-to-face 
Meerinegs between Martinez staff and headquarters staff of 
Peeron Seven. Final budget, upon which funding will be 
mased, 1S submitted to VA Central Office. 

(8) The Equipment committee, with the approval 
Gemene Hospital Director, designates individual equipment 
meme or procurement in priority order as quarterly allo- 
Maerons are received. 

(9) Replacement SquLpMent Treaquilnemcnts, —CO- 
Ordinated by the Supply Officer, are programmed within the 
Separate but parallel VA Equipment Replacement Program dis- 
euisised in sub-section B3a. 

Clo) SeEquipmemt “equiremcnes in Support of 
Emectal projects are budgeted as they occur within the plan- 
Mmemeestaces Of their respective programs and are not neces- 


Sarwly synchronized with the annual budget cycle. 


a, 








c. Relationship Between Approved Equipment Needs 
and Resultant Funding 


Pome he tieomexpeniencc ot Martinez hospital 
mieeannual equipment needs, in dollar terms, normally sur- 
pass ake Bootie om beGeived.sbyen) the replacement 
meeenam does not receive adequate funding to support the 
imeoerammed requirements as evidenced by the actual experi- 
SmeeetOr PY 1974. The Supply Officer estimates that by the 
close of FY 1974, only about $400,000 of the $620,000 budg- 
Sweea fOr Cquipment replacement will be funded. The remain- 
ing deficit will be passed on to subsequent fiscal years, 
Poet ing in a thirty to forty percent lag in the planned 
Bembacement schedule. There doesn't appear to be any serious 
Semecrn On the part of Martinez' staff about the lag in the 
weplacement schedule, however, and it is surmized that the 
micemce OF concern is the result of two factors. First, 
the equipment replacement life standards may be conserva- 
Mmely Understated. That is to say, a considerable number 
meeetems May Qualify for replacement long before they actu- 
meee wear oUt; and the hospital statf, realizing that they 
will never be funded up to the amount budgeted, may hedge 
Peerttle dtiring the review Stages. Second, the local Hos- 
meeal Director has enough flexibility to decide what money 
meswill spend for equipment and where he will spend it. If 
feparticular item of equipment breaks down unexpectedly, the 
arrector Can re-allocate funds for replacement from other 
moemerine areas and make up the difference from special 


allocations or from subsequent fiscal year replacement funds. 
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ae diverts Of Martinez “Equipment Budgeting Process 

The capital equipment budgeting system employed 
Pyemancinez VA hospital presents a systematic approach to- 
ward generating, analyzing, and programming the equipment 
Weems ot the hospital within the constraint of an implied 
Siiteereal Capital rationing environment. 

Martinez' equipment budgeting procedures are 
fasemelally bureaucratic in nature. Individual budget pro- 
Meeevuoeare analyzed and ranked on the basis of statutory 
Beeeeeaeion, informed judgment, intuition, implicit value 
meiestS, and by consensus of opinion. There is nothing in 
fiweeinez’ system that is particularly note-worthy in terms 
of sophisticated analytical decision tools. There does not 
eer tO be any concerted effort toward quantifying cost- 
moaitemnt relations in any explicit manner. The "Perpetual 
ieeemeory of Needs" system appears, at least superficially, 
momen the sole management vehicle for coping with the po- 
=iemaliy wasteful effects of marginally productive equip- 
emer tinvestment proposals. If the four separate committees 
Sere © IN system are well coordinated with each other, the 
Gesmiting equipment planning efforts should be well inte- 
peated with the overall strategic plans of the hospital as 
a whole. There is some indication, however, that this total 
mmmeeoeration has not yet been achieved. As the result of 
feclssions with certain management personnel, it was learned 
that the PIN system has not yet gained the full support and 


Beope ration of the hospital staff. 
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D. SUMMARY 

iiespumpese Gf this chapter was to describe the general 
Smemaetcristics of capital equipment budgeting within the 
Veterans Administration health-care organization, and to 
@iscuss in detail the equipment budgeting process observed 
fmameene VA hospital in Martinez, California. 

As in the Navy system, capital equipment budgeting in 
Biemy ee WoSspitals is closely constrained by bureaucratic 
mereratilon and Statutory controls. The process is lengthy, 
in some instances more than two years between the initial 
Sarapment request and receipt of funds. It contains several 
meer ot Trevicw, up to seven depending on the specific 
meems. Finally, the capital equipment portion C1 eehie sania 
budget is almost insignificant when compared with the total 
Meemacing costs. 

Unlike the Navy system, the VA process separates the 
Bests associated with replacing existing equipment from 
mmese Costs attributable to new programs. Furthermore, it 
Betompts to identify total program costs for new projects by 
including the equipment requirements with the other costs of 
meer ruction or renovation. It appears initially that the 
VA system gives the local director more flexibility in tech- 
nically approving equipment proposals, although this is dif- 
meer to ascertain exactly due to subtie differences in the 
Peeulatory aspects and the equipment categories. 

Brewmasie problem, inherent to both the Navy and VA 


Nea@ieci-care Systems, which renders the capital equipment 
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mmereeting process partially ineffectual, is the lack of con- 
Mmemtity between output, or services performed, and input, 
Seeunding received. Whereas the private hospital is able 
memcaguace 1s revenue with the number of patients hospital- 
ized or services performed, the federal hospital must rely 
Gemerelatively inflexible budgetary resources. For the pri- 
wae NOSpital, an increase in patient workload triggers a 
corresponding increase in Peuciie wi tent Mei Ges) tO a 
Pmemmetrcant extent the availability of dollars for new equip- 
meme and €xXpanded services. The inverse is also true. For 
fteetederal hospital, however, an increase in patient work- 
oad with a relatively fixed budget triggers, at least tem- 
Metarily, a proportionate reduction in availability of dollars 
Mmemecmmipment and Services. The resultant effect of this 
MmreomsisStency on Capital equipment budgeting in federal hos- 
Peeeals 1S that the complexities of the system have led to 
mmmeversimplification of the process. In other words, the 
finite costs and benefits associated with patient care are 
Sameomplaicated to ascertain, they are normally ignored in 


analyzing equipment investment proposals. 
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feeecCAPITAL EQUIPMENT BUDGETING IN NON-FEDERAL HOSPITALS 


Pee OVERVIEW 

Mies contemporary Community hospitals in America are the 
Smeerowths of health-care institutions dating back to 1751 
Wiemecne first general hospital opened in Philadelphia. 
mer. 5/7) By 1873, there were 178 hospitals i betiortbed ore the 
Seeeeece tates, of which forty percent were institutions for 
Meeminsane. Until the late 1900's, the hospitals provided 
Meeercemore than a final refuge for the critically ill and 
miemaying. they existed primarily to care for the poor and 
migeepent Who had no place to die, or to isolate the victims 
Seeeontagcious diseases. The advent of aseptic surgical 
meenmmrques, laboratory examinations, and X-ray in the late 
mime teenth and early twentieth centuries marked the begin- 
memmeeot health-care professionalism which literally cata- 
memered hospital progress into the golden age of technological 
eeegertise which exists today. 

1. Organization 

Piemeontemporary modern hoSpital, bearing little 

mesempblance to the pathetic death-house of the mid-eight- 
Sememecentury, has proliferated into an institutionalized 
miaustry of over seven thousand separate hospitals. The 
iemetederal hospitals, which account for 94.32 percent of 
pial hospitals in the United States, are organizationally 


Peocivided into two major categories and six sub-categories. 
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mependix J provides the numbers and relative proportions of 
mmemsix Catcgories of hospitals in the United States during 
Mee, (Ref. 27] 

om  “eng-term Hospitals 

itm EC lOspllabs sonevide extended health- 
mememsoerviccs to patients suffering from chronic mental and/ 
Mims ical_dasonuders. «Long-term facilities are further 
@lassitied as: 

co Esyemiatric@Mospitals. ithe majority of all 
psychiatric hospitals are owned and operated by state and 
meet governments. In 1967, state and local mental health 
Mmeoerams accounted for 66.7 percent of all mental hospitals 
meeeeeg9 percent of all psychiatric beds. [Ref. 37] 

Co) eee er eUlOS sm Copied lise Somprimarily “the 
Mmeaponsibility of state and local health-care organizations, 
memmerculosis Sanatoriums have rapidly declined in number 
maemethe past two decades due to the marked decline in 
Mebetewlosis incidence. By 1972 there were only 72 tuber- 
mosis hospitals and 13,000 beds as compared with 412 
mao tals and 75,000 beds in 1946. [Ref. 27] 

(3) =») General and Spomialebone-Term Hospitals. 
iitemremaining long-term care facilities concentrate on many 
Specie non-iniectious, chronic diseases such as cancer, 
mimirovascular diseasc, arthritis, and diabetes. 

Dee owort-tenm Hosp? tavaq 
Short bCin NOSsprualsupmovmce 10r the majority 


maeivemnealti-care needs in America and are subclassified 
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meeording tO their institutional organization or business 
Smaracter. 

(ee cluntany,eNoOn-prorit Hospitals. By far 
Mme larsest group of hospitals in the United States, the 
femeitary hospitais are for the most part organized as pub- 
Meeeservice corporations within the communities they serve. 
Mimeeeneral, the voluntary hospitals are owned and operated 
by charitable institutions, by secular religious organiza- 
mmeons, Or by the community itself. 

Cae enopnierary Hospitals. The proprietary 
Meepitais, although not a significant portion of the total 
Meeith-care institutions, are gaining considerable popular- 
cy = financial investments. During the past five years, 
approximately 350 hospitals have been bought and/or built 
Pyeeenirty corporate chains including such names as Sheraton, 
Rhemada inn, and Hyatt House. [Ref. 38] One author estimated 
that the investor-owned hospitals would net their stock- 
holders $90 million during 1973, on a gross income of $1.8 
Pebdion. fRef. 39] 

Ceo eec and local Gove mmiental tospitals. 
The state and local hospitals are organized and operated in 
essentially the same manner as federal hospitals. Admin- 
meperead as governmental institutions, these hospitals op- 
Grate as functional components of their mespectave health 


Poort ments Within the state, county, or municipal governments. 
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mee workload and Cost “Data 
SollcetCummcaminecarcsiiaustry workload and cost data 
Meemror the non-federal hospitals by major category is 
Pmesented below: [Ref. 27] 
ewe ae end sGrarc 
During 1972, long-term hospitals admitted .719 
feeietOon inpatients and treated 6.104 million outpatients. 
Sijmeri-cerm hospitals admitted 30.776 million inpatients and 
mecated 166.9835 million outpatients. 
Dee Operating Coses 
Dunia 2 ene -term heseatals spent a total 
of $3.971 billion, while short-term hospitals expended 
fe >49 billion on payrolls and other operating expenses. 
ee nvyestments im Fixed Assets 
By SS tnemelose Of1mmo 2, Vomeenrerm hospitals total 
memrestment in fixed assets amounted to $6.273 billion. 
Short-term hospitals total investment amounted to $33.629 


meet i1on, book value. 


Bee CAPITAL EQUIPMENT BUDGETING IN NON-FEDERAL HOSPITALS 
iiempmuoccdures utilized by non-federal hospitals for 
Mmilemtiavying equipment needs at the user level, for transmit- 

mememrne needs through the hospital organization, and for 
analyzing and ranking the approved investments, vary from 
Piemlesmical tO another. Im general, the particular capi- 
mal bideetine procedures utilized by a given hospital depend 


Moone essentially three factors. First, capital budgeting 
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procedures are partially determined by the organization of 
Bmemmrospital, whether the hospital is operated for-profit, 
MoeecOr-protit, Or is publically owned. Second, the budg- 
Ememme process 1S Sipnificantly influenced by the varying 
fmeeesS Of Capital funds available for investment. [In 
Bemeral, the major sources of capital for non-federal hos- 
feeertS are internally generated operating income (including 
fmeed depreciation reserves, proceeds from the sale of 
assets, endowment income, etc.); federal, state, and local 
Pevernmental assistance; short and long term borrowing; 
pimeeanthropy (including gifts from corporations, founda- 
mols, and individuals); and proceeds from organized com- 
fieety fund drives. Third, the budgeting process is 
influenced to a lesser extent by the hospital's financial 
accounting and reporting system, and management information 
eo cem. 

iitere saneetwo primary categories of criteria within which 
most capital equipment investment proposals are evaluated in 
hospitals - the degree of urgency and relevant quantitative 
memdualitative factors. 

ils: Beeuce ol Urgency 

Most hospitals utilize some system of ranking capital 

investment proposals by priority. Such categories as urgent, 
essential, economically desirable, and generally desirable 
peowade the basic subdivisions within which all hospital in- 
vestment proposals can be evaluated and approved or rejected. 


[Ref. 40] Every hospital generates a group of urgent needs 
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timmen Cannot be postponed to a later date because they are 
@mmetacal £O the survival and well beang of the patients. At 
Geemother end of the priority scale are the investment pro- 
posals-‘which are generally desirable ese c- fo-laye tems 
which SouLdsbewpostponed indefinitely without affecting the 
Mmeeeron Or Scope of the hospital. These two extremes pro- 
Pie ithe odittt culty oan the analysis stage as the former 
meeposals must be funded, while the latter proposals may 
Mee LO Walt for some financial windfall. It is the two 
middle categories, essential and economically desirable, 
fee provide the most difficult problems in the analysis 
meaees. One of the major disadvantages of the degree of 
Meegemcy for project cvaluation is that it 1s not readily 
Memourable, making comparisons between projects nearly 
mnpessible. 
Peeomalysis Factors 

Wiemicaltit-carc inaustny has not yet achieved the 
eeeeertise in the use of quantitative investment decision 
Meme Sis ot Some Other industries. This fact 1s due pri- 
ieemiely tO the difficulties encountered in attempting to 
equate precise benefits derived with the corresponding funds 
mimested., Hospitals, as providers of an essential public 
Bervyice, must frequently make eapi tal Minmestments lit certain 
Glinical services and functions which will never provide 
even a simple, undiscounted return on the dollars invested. 
Pimeienmorems it 1S difiveult to fully anticipate the extent 


tomwhich many services will be utilized, even when they are 
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Miscretionary to the hospital as opposed to required by 
the community. A number of capital equipment investment 
proposals undertaken by hospitals do lend themselves to an 
feeiyots Of the various quantitative factors. This type 
Smo Eonposal typically deals with administrative or pro- 
ductive equipment which can be accurately measured in terms 
MmemmmoecS and outputs. Current health-care literature con- 
mms numerous examples of the types of projects analyzed, 
Pememequantitatively and qualitatively, and describes some 
@eemene analytical techniques utilized. 
acest Beiiemit analysis 

Pant leat ive secenMmlauc mw On CTOlp Of LEechiniques 
famen involve comparisons of the proposed benefits attri- 
meeeoad to the project with the estimated costs of its imple- 
feeatiOn. An example of a cost benefit analysis, presented 
Emeric cciic issiie of Hospitals, described a study under- 
fjoeen Dy the VA Administrative Research Department in 1967. 
[Ref. 41] The purpose of the study was to determine whether 
Or not automated conveying systems in hospitals were actually 
Meeting their expectations. Four equivalent hospitals, three 
[ee manual systems and one automated, were closely scruti- 
nized in terms of operating costs, labor, maintenance and 
forcerenand amortized Capital investment. A fairly rigorous 
comparison of the automated versus manual systems resulted 
Mmenen conclusion that the pneumatic conveying systems were 
Mommas economically feasible as was originally thought, and 
mewas decided to Climinate them from future hospital con- 


SemNet hon programs. 
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Dee brsecountine Lechnigques 

Htemuiscmotepresent value and discounted rate- 
of-return methods for ranking investment proposals appears 
momoe relatively rare within the health-care industry. Again, 
MitemnreasOning against such scientific methods seems to orig- 
Mere With the difficulty in equating revenue with services 
provided. The old aoe et concerning the unquantifiable 
Meeeere OL “better patient care" returns to the surface. The 
author of one article proposes the use of percentage weights 
assigned to non-quantifiable benefits such as "lifesaving 
memeemtyal’’ and “availability of services". The percentage 
weights, assigned by the decision-makers, would be summed 
and multiplied by the total hours estimated for the life 
Seeene 1tém to produce an output rating. The resulting 
Peeeput rating then could be equated to the net cost of the 
peompesal in deriving a present value for comparison with 
Seer competing proposals. {[{Ref. 42] 

One particularly annoying problem inherent to 
mits attempt at quantifying precisely the subjective judg- 
Memes Of Selected individuals, is that it will undoubtedly 
Pesult in Significant precision, perhaps to the penny, which 
may be mistakenly accepted as undisputable fact by an unwary 
manager. Admittedly, value judgments have to be made some- 
merce elrouchout the budgeting process; but, in the opinion 
femeiiecsdaitmor Of this thesis, the subjective judgments 
Bioula be So identified and not concealed within a mathe- 


matically precise investment analysis. 
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Pv Ooncecermptannalysis ifechniques 

iwemacdittonal teenniques for analyzing capital 
Mivmestment proposals value analysis and the utilities method, 
mmmmotr be Specifically classified as either quantitative or 
GialicCative. 

(1) Value Analysis. A functionally oriented 
method developed by General Electric, value analysis attempts 
maemeee tate the elements of product worth to the corresponding 
Meemenits Of product cost in order to accomplish the required 
memertton at the least cost in resources. [Ref. 43] In- 
m@mced in the value analysis are appraisals of the various 
ieee rs such as use, characteristics, costs, durability, 
meecotance, maintenance, and manpower requirements. The 
waiue analysis moves through six separate ana distinct 
phases in analyzing an investment proposal: preparation, 
merormation, evaluation, imagination, selection, and 
immolementation. 

amet tlities= Method mee noposals analyzed by 
mienwuttilities method undergo an evaluation on the basis of 
femeetecd investment needs to provide adequate services, 
mec limited analysis of individual cost savings, or income 
meee the analysis of coSt Savings, Or income return, 1s 
Mmmeorotdercd Critical in the UWtilitiés method since it is 
assumed that the demand for the service is relatively in- 
Ptastic and the hospital's allowable Miceescerueciture wild 
ultimately provide a satisfactory recovery of the investment 


mimedpreal, ihe utilities method 1s probably the basis for 
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Moye intuitive G@ecisions, although it is seldom explicitly 
identified as such. [|[Ref. 40] 
Meeernol SIUDY IN CAPITAL EQUIPMENT BUDGETING AT THE FAIRMONT 

SENERAL HOSPITAL 

feemeret Gl-Site survey of the Capital equipment budget- 
Miemoystem Utilized by Fairmont General Hospital was conduc- 
Gomeouring the first week of April 1974. The results of the 
“mevey are provided in the following sections. 

1. Background and Organization 

Fairmont Hospital, classified by the American Hos- 

Pree ASSOCiation as a long-term, acute health-care facility, 
memone Of two country operated hospitals serving the health 
Poewenwor Alameda County California. [Ref. 27] Fairmont 
Meee), located in the city of San Leandro, is organized 
feeeman the Health Care Services Agency of Alameda County, 
fimeets directly responsible to the South County Regional 
Mee tor Of Health Care Services. Although classified as 
Paemome-term facility, Fairmont also provides 169 of its 
feet 4380 beds for short-term patient care. Beyond the 
momerne Services provided by most long and short term hos- 
Peas, Fairmont additionally provides specialized care in 
PemeemmectTciie, Orthopedic, neurological, respiratory, in- 
Seiemve velabilitation, tuberculosis, chronic disease, and 
Mame detoxification. ([Ref. 27] 

Cee Oe LO ad 

Tive™ workload of Fairmont Hospital, based upon 1973 


aaa, 1S as follows: 
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ao) + Jin joyetic fen ie Oe ere 
Dime wy ad rinonteadiutted S500= patients for 
pumeaverage census of 309 and an occupancy rate of 61.7 per- 
cent. [Ref. 27] 
Dee OUEspaciencs 
Guciwe | OCU NGUlbewaditcmimVviIsSits were recorded tor 
oe 3. 
Pee nvial Operating Costs 
Oeecmatine GOstS for fiscal Year 19/4 are budgeted 
Memapproximately ten million dollars, of which $50,000 is 
memarked specifically for initial and replacement equip- 
ie mt . 
“eee investment in Equipment Assets 
PoemMone S stOtaloinvestment Im seapital equipment 
assets is reportedly $837,000. at gross book value. 
eeeecapital Equipment Budgeting System 
iiirnont Hospital, ene Of twenty-three separate 
Meeratiig units of the Alameda County Health Care Services 
Meemcy, budgets for and receives funding for operations and 
investment through the Alameda County government. 
SeeeeOGLeanization Gf the sBudeetine Process 
Rice pono) i Ome al eaunipment in terms 
@t generating additional and replacement requirements, for 
Semrcinating overall requirements, and for ultimate approval 
Mmumuundime Of the requirenentS restS at essentially five 
Memols: the hospital department heads, the hospital admin- 
Pairamvoest dit, the Agcncy Budget ~Otticer, County Administrator, 


and the Alameda County Board of Supervisors. [Ref. 44] 
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Go eeuemencn. Heads. Hach department head 


meupnesponsible for the custody and security of the equipment 
Peeemoneda tO his/her department. In addition, department 
emads are responsible for generating and budgeting for re- 
Mmeteement and additional equipment requirements as needed. 

(7eeoiimistrauive otabe. The Hospital Adminis- 
Peaeor.and administrative staff are responsible for coordi- 
mune Che equipment budget requirements of the department 
heads, for analyzing and approving/rejecting the individual 
Teeoment items, and for submitting the approved requirements 
Pema portion of the eo operating budget through the Alameda 
fommty Organization. 

Pome ocney oud getVOtttecra established at the 
fereeen Care Services Agency level, the Budget Officer is 
@eeonsible for assisting cach of the twenty-three budget 
moeees With the technical preparation of their budgets. In 
meer ron, the Budget Officer resolves any questions or con- 
ems Whiich may arise about budget procedure, and consoli- 
@ates the total health care services budget of Alameda 
commty . 

(CU eCOclt yer reawOn suenrice, The County 
momimistrator's Office maintains a full-time staff for the 
momepose Of providing administrative analysis to the various 
eomm@ty Gepaertments and agencies. The two basic responsibi- 
Mmbetes OF the budset staff are the review and control of the 
Seumey-wide annual budget in terms of available financial 
Bemources, “ascal trends, policy decisions and appropriate 


legislation Cesta GUESS 2 
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ive County Board of Supervisons, the Board of 


Pepervisors retains the final authority in the budget pro- 
mene lhe Board reviews the Health Care Services portion of 
the County Administrator's Budget message and conducts pub- 
lic hearings as the final step in the budget process. 

ar ament' Ss Equipment udcet Cycle 

(item wecit1CGcrc 101 sGapitalecduipment budget- 
m@enat Fairmont 1S an integral part of the total annual op- 
Pmeetane budget program. The steps in the process are 
provided in chronological order as follows: 

Coe vutcinceOctobeonr —Nancemomenis prior, to the 
meeinning Of the budget fiscal year, the budgeting process 
1S initiated with a planning meeting between the Assistant 
mominastrators and their respective subordinate department 
feeeoe Ihe purpose of the initial meeting is to discuss 
miiemctechinical submission requirements and due dates as 
Sempulated by the Agency Budget Officer. 

(7 eevepariiciumnc dds mde vew@p stNelr respective 
meamipment needs and submit them via the locai chain-of- 
Sonmand to the Administrator on a local Fairmont form, pro- 
meced as Appendix K. The individual line-item requests are 
ferred Jn terms of replacement equipment for old or un- 
memvieceable items, additional equipment for existing pro- 
rams, Or New equipment for new programs. [Ref. 44] 

fo eer lcieccunDNCiemremullecsemis analyzed and 
approved @©r rejected by the Assistant Administrators and 


Titrrstraror's budget staff. The approved items are ranked 
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Memeemiune wrgency of need - essential, important, or expend- 
able. The requests are then grouped by hospital department 
Meeeservice and are listed on a consolidated Equipment Re- 
mest form, for submission with the annual budget request. 
mimeaecachment to the Equipment Request form contains a de- 
fared description of each line item, the recommended prior- 
ieyema Drief explanation of need, and an appraisal of adverse 
eueeetsS if the request is denied. 

(4) A preliminary budget request is drafted and 
Subiatted to the Assistant Agency Director for review. The 
purpose of the preliminary budget is to insure complete and 
Meoper justification of programs, compliance with agency 
fee, format, and accuracy of computations. Fairmont's pre- 
Mmemmeary request for fiscal year 1974-1975 was due on 9 
November 1973. 

(sy), sbased upon the secommendarrons by the As- 
fstant Agency Director on the preliminary budget, Fairmont's 
meet prepares the final budget for submission to the ilealth 
mame Services Agency for final review and approval. Fair- 
Memt's final budget was due for submission on 18 January 
1974. 

(6) During the interim, budget hearings are 
Benducted at both the Assistant Agency Director and Agency 
Director levels. The Assistant Agency Director and his staff 
of analysts discuss the preliminary budget with the hospital 
aeeeseeewhiie the Agency Director administers the final budg- 


Srerequest hearings. Differences of opinion may be resolved 
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mimiormally at the Assistant Director level; however, if the 
differences persist beyond the preliminary stage, they must 
BemresOlvyed formally at tne Agency Director hearings by 
feems Of "Policy Decisions." 

(eeticerinalesteps in the budget process are 
the printing and distribution of the Alameda County Admin- 
meeenaeor's consolidated budget, and the hearings and pas- 
Sage by the County Board of Supervisors. 


e€. Relationship Between Hospital Approved Equipment 
Needs and Resultant Funding 


Mictemtcal iy sit Inas bec sthe Experience of 
memeenont iiospital that annual equipment proposals signifi- 
Bemely OUutL-distance the corresponding funds received. In 
fees dollar terms, the equipment requirements for FY 74-75, 
as submitted by the department heads, totalled $150,000. 
feermont Administrator staff reduced the total requirements 
bye 50,000, and submitted a preliminary estimate of $100,000. 
Actual funding received amounted to $50,000 after prelimin- 
amy and final hearings and reviews. 


deomalysis Of Fairmont's Capital Equipment Budg- 
tio oy s tem 


ihe Capital equipment budgetins system employed 
Deer airmont Hospital presents yet another bureaucratic sys- 
tem, not unlike the systems employed by the Navy and Vet- 
Peis Administration. The process appears to be a fairly 
systematic approach toward generating, aren 2 Lie sana Dro - 
gramming the equipment needs of the hospital within the 


Sil-tratnts Of a Severe Capital rationing environment. The 
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process is planned and executed far enough in advance to 
provide for the year-to-year requirements generated at the 
department head level, although there is no apparent attempt 
toward programming needs beyond the up-coming fiscal year. 

There was no evidence available to indicate 
that any formal quantitative decision aids were utilized in 
Miieezing equipment proposals at the hospital level. It 
was suggested, however, that some department heads used 
rough pay-back calculations during the initial stages of 
their budget developments; and it neva bem@ecUeced tiae stne 
budget analysts, under the Assistant Agency Director, would 
iroy Systematic cost-benefit analysis in trimming imagi- 
MamyeDUudget. In any event, if the equipment budgeting pro- 
Merits aS derensive as implied, due to severe capital 
memmomine Constraints, it might be reasonable to expect that 
Maye OL the proposals have only two alternatives anyway - 
mepetiece, Or discontinue service. IJIhis theory is further 
memported by the requirement for a comment in the justifica- 
moe tor “an appraisal of adverse effects if the request 
moedisapproved."' 

CiemmedeciiMie wie dttmesore ratemonc’sS Capital 
muaeetane process is the diversity of interest groups at 
mieeVarious levels of review. Each level looks at the 
iespieal S Cquipment proposals from a slightly different 
Prewpoint. the Fairmont administrative staff and the Health 
Services Agency Directors as health-care professionals, could 


Memexpectcad to lend support to the hospital's position. The 
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Peeemeda County Administrator, on the other hand, must con- 
per Other Competing County services such as the Sheriff 
and Highway departments in deciding budgetary issues. The 
mmroeeaduthority, in effect the County tax-payers through 
the political mechanism of the Board of Supervisors, takes 
femewen Droader look at the hospital budget in terms of 
PieaescsOvernmental services demanded balanced against the 


Gowear resources available. 


D. SUMMARY 

mimsumnary, the purpose of this chapter was to describe 
Mmm@emoeneral characteristics of capital equipment budgeting 
fee the third and largest area of the health-care indus- 
mime the non-federal hospitals; and to discuss in particular, 
Mmeemeqduipment budgeting process observed at Fairmont General 
ieepital in Alameda County, California. 

iitesnon-tederal hospitals as a whole are actually three 
diverse, loosely-connected groups of service oriented in- 
memeutions. While all three groups have the same primary 
meee tO provide patient care services to their respective 
femur tiles, cach differs according to its institutional 
Miaractcr and profit motive. Perhaps the most unique fea- 
meucror the non-federal hospitals, which distinguishes them 
meemecie Nayy and VA hospitals, is the inherent correlation 
Beeween patient services provided and corresponding revenue 
feemcass  aven Fairmont hospital, which 1s essentially a 
Pircaucratic governmental institution, has some measure of 


Bnlecmento OULDUL as many patients are ‘paying’ customers, 
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Seerer through third-party payers or on a cash basis. Even 
maemo Fairmont's earned revenue revolves through the Ala- 
Weaamcounty treasury, the hospital can still point to rising 
revenues in justifying expanding needs. 

mmespte Of the non-federal hospital's increased capa- 
ieemiy COWard quantifying both costs and benefits; it does 
iemmeappear, from current literature nor actual observation, 
Mimateuney are any more sophisticated in their capital budg- 
emo procedures than are the Navy and VA hospitals. The 
meomevidial equipment proposals are again, for the most part, 
maeated and approved or rejected solely on the basis of 


miormed judgment, intuition, and consensus of opinion. 
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vi “CONCLUSLONS 


mene COlNg Into Specific conclusions regarding capital 
Equipment budgeting in the health-care industry, it might 
Demvorth-while to digress a little and discuss the relative 
mgertance of the various elements of hospital costs which 
pcortrrbutewto thevoverall-rising costs of health-care as 
@eomeme. First, it has become apparent from researching 
meemcuxyrent literature and from conducting on-site surveys 
Meampenrec S€parate hospitals that labor costs are by far, the 
[eeeest expense in operating a hospital. American Hospital 
rec tation statistics place payroll costs at just under 
mbemy percent of total operating costs, industry wide. 
meeond, Combined with consumable supplies expenses, the day- 
/moecday COStS to staff and operate an average hospital amounts 
meme ll Over ninety percent of the total annual budget. The 
labor and consumable supplies expenses for the three hospit- 
memourvyeyed accounted for 94 percent of NRMC Oakland's 
budget, 92 percent of Martinez' budget, and 99 percent of 
meeenont'sS budget. Third, it becomes apparent that the re- 
feeriao dollars available for capital equipment investments 
Mmemrelatively insignificant in comparison with the recurring 
eomenses. 

This development then, the proportionate insignificance 
feeinivestment dollars, leads to one of the annoying ques- 
Mmomcewiicm has recurred throughout this thesis - Just how 


SeapOratc a System 1S really necessary for managing capital 
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eipment Investments amounting to less than five percent of 
PmfemeG@tal operating budget? The answer is not as simple as 
Maeght first appear because there may exist one of two op- 
fees Conditions which could yield such a small capital 
Mec tinent outlay. First, the hospital might be so well 
Smeepped that it is unable to find enough proposals to in- 
meen. Or, second, the hospital could be so destitute 
Mmmeiert has very little funding for investment. In the 
Mmoeemer JInStance, an elaborate capital equipment budgeting 
feeucm would probably be redundant. In the later instance, 
mmemeanital budgeting system should be sufficiently elab- 
See tO ansure that every single dollar spent on capital 
Mim~retiments, returns the highest value of benefit possible. 
ieee two extremes undoubtedly do not serve to describe 
Meembayority of hospitals in the United States, although 
Mee nay ©X1St individual cases which fit the descriptions. 
Mereeenree hospitals surveyed certainly were not destitute, 
meenouch capital investment limitations were very evident. 

ec cona ducstion germane to the Capital equipment budg- 
eens System is - What exactly FiGikad otmemnospital equipment 
mieeeting system do? First, it should provide the mechanics 
fomemeenecrating the capital equipment needs of the hospital, 
and for communicating these needs to the decision-making 
mmemority., Second, the system should provide a vehicle for 
feolovuime alternative choices to satisfy the needs. Third, 
meotctldeprovide for the syStematic analysis of the alter- 


Tae epEOnOsdls im Lerms G2 benefits versus costs. Finally, 
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Mmmemsysctem Should establish the means for obtaining invest- 
feme COllars to procure the selected proposals. 

ties three hospitals surveyed employ fairly elaborate 
@apieai equipment budgeting systems and all three are rela- 
tively similar, as is shown by a comparative analysis pro- 
feeetecdeas Exhibit VI-1. The complexities of the three 
Syscems, however, scem to be a function of the bureaucratic 
MeeeeesS itself, rather than an outgrowth or extension of 
fipeelocal sophistication in financial management techniques. 
Pemeassessment was made to determine the extent to which each 
Seepeile Liree Capital equipment budgeting systems satisfies 
Piematorementioned functions. 

meee dentifying the Bouipment Needs 

Paietiree Capital equipmene budgeting systems appear 

momo taairly well structured in terms of identifying equip- 
fetenccauirements at the line manager level. Each system 
memes Out Specific procedures for communicating the needs, 
memeecOocumenting corresponding justifications, and for eés- 
@ablishing user priorities. While all three systems provide 
tereidentitying replacement equipment proposals, only the VA 
Pie atmely accounts for the replacements. This bisecting of 
ime scauipment investment program seems to be a sound propo- 
ito aS tt introduces a logical division in the decision 
ftmemie process between perpetuating existing operations and 
mis tucuting new ones. 

iemmecilarity Of the governmencal hospital's treatment 


Sietixed assets, which influences the development and 
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ocean Vl 
Memparative analysis of the three capital equipment budgeting 
werems E€mployed by the Naval Regional Medical Center Oakland, 


@aemMartinez VA Hospital, and Fairmont General Hospital. 


Basis for comparison NRMC MARTINEZ FAIRMONT 
as, Nem ot beds 650 498 480 
ig Sieve zZacional entity Federal, Federal, Non- federal 
‘military. mon-military Gounty 
Sie mmmeal total oper- 
emia COSTS , 20 $13 SEG, 
approximate. million Tiaelon Meleleneo Ty 
4. Pomecntage of oper- 


patie COSTS allo- 


motcad £Or CQuip- fo ac < 
meme acquisition. 
— Meweteor identifica- 
PioMmeot equipment Program Depa enems Department 
mee cs), manager Head Head 
ae Memnoas of communi - 
Satine equipment Local form Local form Local form 
requirements. NRMC4270/1 VAs 0545 303-AB-22 
ee Bevel sor detail [een des eri. 
Pciit pment tC WOlne Os ta 
proposal ie letetecere) tae ie See SENS 
Wy Ow a ty, 
Sis Replacement need ei te dmedee cd 
Vemeacdd) tional Ielene nitive quoctanuaeely — identitred 
ice cel pe men C only Tecomecd ror Oly 
9. Fevwets of review Comptrelien Finance Asst. Admin., 
Eon bec: Ca lL IBKqNOUTL Os IRE ie eeer, Administrator 
approval of Comm .24 207. ire ctor 
individual BUMED 
Eeopesals . 
mie) Priority rank- 
ing established EQUI Oc, Kev. PVecomm, ; Mest. Admins; 
by: C Omen 0) 2 Mie e LOT NdmiInsstrator 
meee) Pundits appro- BUMED VemGencoral Count ewbd.) Ot 
val authority OME TE sete Supervisors 
Peep proxamate pro- 
Demieren Of Cquip- 
ment program S00 toma) 
funded (ie tect Same Same 
Mmemereadsin¢e Of medi- 
ieee atl pment None None None 
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Subsequent analysis of equipment investment proposals, is the 
gross book valuation of all fixed assets. There is no ap- 
Peeent attempt toward associating any portion of the plant 
icmoquipment costs with current operating costs, except for 
Miemeotal acquisition cost during the fiscal year in which 
Miemreems are acquired. Once acquired, the fixed assets are 
Maintained on plant property records at the un-depreciated 
Meemisition cost until disposed of. As a consequence, any 
feersion to replace an existing item of equipment must be 
made without knowledge of the replaced items worth in terms 
SeeeremMaining residual value or net book value. 
mee Developing Alternative Choices 

Wiiveat as needed here is some scheme in the budgeting 
System which will assist the decision-maker in selecting 
M@iieerient piece of equipment to do the required task - no 
fjemes, mo less. As was discussed in Chapter II, the medical 
equipment industry has become so sophisticated in recent 
fears, that it is virtually impossible for any one busy 
physician to identify the "right piece of equipment." Al- 
mimoucth neither the VA nor Alameda County health-care sys- 
meen specitically address this potential difficulty, the 
Maye system attempts to minimize the uncertainties by means 
meememe technical review process for investment equipment. 
iors datricult to assess the overall effectiveness as well 
as the associated costs of the technical review by consul- 
Pi@towealthnouch if 1s considered to be an important part of 


the Navy's total budgeting process. Two essential conditions, 
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memative to the technical review, should be insured if the 
Peeoecadire 15 to remain beneficial. First, there should be 
meemrcacnt feedback from the hospitals to the consultants 
Memirsure that the technical recommendations are accurate 
Meemeeuxrent. Second, the overall administrative costs of 
meemcecnnical review should be scrutinized to insure they 
Bemmoc exceed the resultant benefits. 
eeeanalyzing the Proposals 

Mmleeibee Systems surveyed amatyze their respective 
Paepment investment proposals in essentially the same man- 
ner. While each employs a formal system of review, the 
momm@ality of the system seems to be directed toward satis- 
meme the Statutory and regulatory requirements of a bureau- 
mere fierarchy rather than toward developing any sophistication 
in analysis. Both the Navy and ae Viieetosm i tal  serels, heavily 
aemaecommittee approach at the hospital level, for analyzing 
and ranking equipment investment proposals. This approach 
pee ars to work fairly well in both cases because of the 
Broad representation by both clinical and administrative ex- 
Memeise. tIhere are, however, potential drawbacks with the 
committee approach which were observed to some degree in 
feemecases, and which should be closely monitored. First, 
fimdividual committee member influence should be evenly dis- 
mempieced 1n order to minimize one-sided power plays. Second, 
the committee should be accorded sufficient authority and 
meeperation from throughout the hospital to enable it to 
Somenet 1£5 business in an atmosphere conducive to informed 
paicmerelatively unbiased judgment. 
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Fairmont hospital relies not so much on the committee 
approach as it does on informal negotiation at the Health 
Meemoervices Agency level, and formal arbitration at the 
County Administrator level. 

Im all three instances, the primary emphasis appears 
momen cairected toward establishing a priority relationship 
Qiome the Competing proposals rather than toward critically 
analyzing the individual proposals. 

4, Financing the Equipment Investment Program 

testinal function of fhe capital equipment budgeting 
fweweem - Obtaining investment dollars for funding the ap- 
fae a proposals - is the most difficult of the four func- 
feeetontO assess in the three systems surveyed. In each 
ieseance, the resultant funding is a matter entirely within 
meemmersceretion of higher authority - Bureau of Medicine and 
peace ry, Veterans Administration Central Office, and Alameda 
Soumey Board of Supervisors. Not one of the three hospitals 
maeains any measure of authority for directly determining 
Miemamiount Of investment dollars to be spent on equipment 
mamany ©1VvVeNn fiscal year. Each hospital receives a fixed 
seaenucory dollar limitation within which it must finance its 
aaument needs for the up-coming fiscal year. Exactly how 
mmemcollar limitation 1s developed within the bureaucratic 
mrocess Of Gach system was not specifically addressed in 
this thesis, although it seems to be independent of docu- 
Memted Need generated at the individual hospital level. 


It might be surmized that the total dollars available in 


106 





Pee Ort the three cases is more directly a function of his- 
fomecal data from prior year budgets, and actual funding 
available, than from any correlation to current equipment 
Meees. this generalization may describe to a lesser ex- 
Memmemume VA System due to its attempt toward separately 
identifying equipment replacement requirements. 
Ct ane tO prime Criticisms can be 
Pem@eradlized against the capital equipment budgeting systems 
employed by the Navy, the Veterans Administration, and to 
Memeoacr extent the Alameda County Health-Care systems. 
Meemectiticisms appear to derive from inconsistencies in- 
Mememt tO the governmental bureaucracy rather than from 
Seeeriic difficulties at the individual hospital level. 
[Poicr a Cie COvVernmcntal process iantroduces a lack 
Smeecontinuity between output or services performed and input 
Semeeunding received. This lack of continuity, discussed at 
Memeth in the Summary of Chapter IV, renders the finite 
ieerirements of costs versus benefits relative to patient 
mime SO Complicated, yet inconclusive, that such measure- 
fies are penerally ignored in the equipment budgeting pro- 
meer Hence, Capital equipment investment proposals are, 
Borethe most part, analyzed and approved or rejected solely 
oimtne basis of subjective rather than objective analysis. 
Sceond, the governmental process also introduces a 
miereot Correlation between the penerated equipment invest- 
Heme proposals and the resultant funding. The individual 


hospitals in general, and the Navy in particular, in 
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PyeeecT pation of receiving equipment dollars which bear little 
ammo resemblance to the approved proposals, tend to saturate 
the budgeting system with equipment proposals and then selec- 
tively procure only those proposals which fall within the 
funding limitations in priority sequence. Hence, the funded 
Gquipment investments amount to a small percentage of the 
Meee requirements generated - no more than twenty to thirty 
Memeecnit at the three hospitals surveyed. 

Broad recommendations for minimizing the potential 
feeeetencies are difficult to postulate in this thesis as the 
deficiencies noted are more Se MEAe to the governmental 
Mmimeaucratic system in general, than to the health-care por- 
Memmi particular. However, two specafic recommendations 
memethne Navy health-care system, wnich nave aiready been 
meeaed to, can be drawn from this study. 

Pi SGte ats tie SyStem-wide Levyel. oa more definitive 
merce im the budgeting process between equipment replacement 
meauirements and new program requirements, as utilized by 
[mem vA, might be beneficial toward separately identifying 
Mase COStS associated with continuing current operations 
from the costs incident to new or expansionary programs. 

second, at the NRMC Oakland level, increased empha- 
feeb y thie Equipment Review Council toward screening out the 
Hameoinal investment proposals during the initial review in 
Metober would reduce the necessity for iio vere Tec ting 
miiemeLater by means of the priority System. The result of 


lememenrrercal analysis during the initial review would be 
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less administrative effort and a more relevant equipment 


meguarements list. 





EPENDEX At. BOUIPMENT JUSTIFICATION 


Were first sentence of the justification shall provide a 
Swmommetc nomenclature of the item, including the common or 
rade name, make, model, FSN, etc. 


Meee bstantiating statements should not be merely conclu- 
wegemti mature, but should contain facts and data to support 
meemreqtiirement as set forth below to assist BUMED in re- 
wmewime Cquipment requisitions. 


feeill the items requésted most satisfactorily ac- 
Sees the desired result economically? In this connec- 
ton, a far more elaborate and expensive piece of equipment 
Smommd not be requested to do a particular job which can 
Pemeatistactorily accomplished by a less expensive model 
oer cem. 


beeeeiv itl acquisition of equipment require special in- 
feelbation or structural changes resulting in additional 
Gm@areses over and above the cost of the equipment itself? 
mee, che cost of equipment installation shall be in- 
Smaed aS a Sepurate line item. Projects beyond the fund- 
Mmemmauitnority of the commanding officer shall be submitted 
fmecuipment Projects in accordance with reference (b). 


fee will the item requisitioned introduce a new tech- 
Meee 6AM «if So, 1S the staff qualified to utilize the 
ieee ! 


ees the item being replaced because it has been 
fermermined to be obsolete? This question reflects directly 
fomeete ability of the item to accomplish a certain function 
and should not be used as justification for replacing a 
meme tliy good piece of equipment for esthetic reasons 
meome,. Information should be provided on the manner in 
omen the €quipment 1s obsolete; 1.¢€., wherein it fails 
to accomplish the job as well as would a particular new 
puece Of Cquipment. 


weeeocicrc Valia redson for requesting replacement 
emelarge portion of the major items of equipment of a 
Smele service or division or an unusual number of similar 
[eens at one time?’ Each treatment facility should have a 
planned equipment replacement program whereby a reasonable 
jmemper Of items are to be replaced, if necessary, each 
mere CONCCH trating procurement of new equipment into any 
Sime sycar distorts the fiscal picture for that activity and 
prevents the development and adoption of an orderly re- 
placement program. 
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iment tied Standard aLem meet the requirement’ By regu- 
merous, the naval service is enjoined to use standard items 
Mmemcene Utmost. When the procurement of nonstandard equip- 
Hemen1s considered mandatory, the originating request docu- 
Heme shall be approved by the commanding officer and shall 
@emeain a certification that no standard stock material is 
smecable. 


[voces rie requested Item sustain Or enhance the op- 
ememon Of the treatment facility? New departures must be 
@emertiily analyzed to ascertain whether they are well 
founded or merely a fad. 


h. How old is the item? If it was acquired as a used 
item, the requisition should so state. How many breakdowns 
meee item had in the past year or some other specified 
period? What was the cost of these breakdowns and what 
foaeeetne resulting inconveniences? Is a complete overhaul 
mmeenorough repair at the present time more feasible than 
Mmemeracement? Are parts still available? 


mummeioce in the requisition the various equipments con- 
emeored by the command, the reasoning prompting rejections, 
oot he differentiating data which lead to selection of the 
requested item. 


eee 2-552 establishes the expected life for quarters 
Mmrmlcure. the American Hospital Association Handbook: 
mmerorm Chart of Accounts and Definitions for Hospitals, 
@eeedins tables of life expectancies for hospital equip- 
Meme, both technical and nontechnical. These tables can 
Memetecectul as a puide in determining whether or not a piece 
mempecduipment has been in use for a reasonable length of 
eine 


feo pecitication, purchase descriptions, and accounting data 
mel be ancluded in requisitions as specified in NAVSUP 
Manual and directives. 


Swueeiite CUrrent estimated cost shall be indicated opposite 
meemei1tem On @ purchase requisition. this estimated cost 
mmaeleincilude any anticipated installation costs. Contin- 
gencies shall not be shown as separate items. However, a 
MePrmecit increase per line 1tem cost will not require ad- 
ditional Bureau funding approval. 
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PieeenDiX C: NRMC OAKLAND NOTICE 4235, 8 AUGUST 1973 


From: Pircetor/ COMmmandime OL ficer 

Sub) : ECMneeiieit KeOULreMentis or Fiscal Year 1975-1970; 
Submassion of 

Ret : fee EUMEDINS)T 423525) 

Ee |: Cee tov Listine of Fi 1974 investment Items by 


Program Manager (NOTAL) 

(2) IBM Listing of FY 1975 Investment Items by 
Program Manager (NOTAL) 

(3) Copy of Procurement Requests previously 
submitted for FY 1976 Investment Items (NOTAL) 


Me ose. fo provide instructions for submission of equip- 
ietmeregquirements. 


feeeeeackeround. By reference (a), this command is required 
Bemoubmit not later than 1 October 1973 the equipment budget 


fomeatl OPN Equipment (Unit Cost $1,000 or more) for FY 1975 
puede ry 1976. 


mmestitication. BUMED Instruction 4235.5D, enclosure (1), 
Mmemueres that the first sentence of justification shall pro- 
milena complete nomenclature of the item, including the com- 
iiemeor trade name, make, model, FSN, etc. Program Managers 
Mmemrecaquired to use this format in the justification column 
meee Pyocurement Request. A well written justification, 
meeemoe enclosure (1) of reference (a) as a guide line, will 
mest both the command and BUMED to properly evaluate the 
feed and priority sequence for each equipment item. 


fee lechnical Assistance. Mr. Sesto, Extension 2315, Re- 
Miomal Supply Department is available to provide any tech- 
Medi assistance necessary. Enclosures (1) through (3) 
emaeencioOsure (1) of reference (a) will be delivered by 
Peapily Department personnel 


Peeenkevirew requisitions, enclosures (1) through (3) 
Meeviously submitted, and take the following action. 


(1) Draw a line through any item listed on enclo- 
eres (1) and (2) no longer desired. 


Pemee NnOotdtes Ganccwled Son any requisition en- 
mibesvre (5), no longer desired. 2 
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(eee Geperc procurement requescs With justitication 
pemoutlined in paragraph 3 for additions. New procurement 
femmes ts are not required if previously submitted and listed 
Gemenelosure (1) through (3). The command must furnish the 
meme account number to BUMED for all equipment replacement 
items. Program Managers must ANNOTATE on the Procurement 
fewmeest the plant account number, if applicable. 


ieee DUMED requires submission of equipment needs in 
meter ity order. To provide BUMED a list based on an evalua- 
miomeot the needs for the Center as a whole, an equipment 
Pweruatilon committee has been formed which will represent 
mmeeerogram Managers and make recommendations to the Director/ 
Hemmanding Officer. To assist the committee in making the 
meoper determination, the Program Managers will annotate 
mee ach Procurement Request one of the following classifica- 
rons : 


Cee (Urcent. ) ltem required to carry Gut mission. 
iemot procitired, there would be a substantial reduction in 
capability. 


(ome Essential. Item *equired to accomplish cur- 
memeeworkload. If item is not procured within next fiscal 
maa, the workload would be limited or reduced. 


(eye. Necessary. ltem meeded to update obsolete 
Mmeem Or increase productivity. 


(Core re Sconce coli itvems morin classes (1), 
@), or (35). 


@eoubMIt CLeQuisSitions for additional requirements for 
mocal years 1975 and 1976 investment equipment and an an- 
mmeemecancopy Of enclosures (1) through (3) for cancelled 
meems tO the Regional Supply Department as soon as possible, 
Mmemenmo later than 20 August 1973. 


/s/ 
Rocke ralucett 
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APPENDIX D: NRMC PROCUREMENT REQUEST 


f2NO PERC 4270/8 199-72) 


PROCUREMENT REQUEST = NAVAL REGIONAL MEOICAL CENTER 
OAKLAND, CALIFORNIA 94627 


tTEm OLSCRIPTION OF ITEM REQUESTED 
wa. IWITH CATALOG HEFER ENCE IF AVAIL ABLE} 


OBTAINABLE FROM: 


JUSTIFICATION: 


QUOTATION QUOTATION 


TECHNICAL REVIEW 


runos ([[} are (] ARE NOT AVAILABLE 


SIGNEO (COMPTROLLER) 


procuremenr [.] 1s (} iswotomrecteo 


SIGNEO (SUPPLY OFFICER) 
& GPO 798-184 
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PROGRAM MANAGER _ REQUEST NO. JOB ORDER NO. 
FOR COMPTROLLER USE ONLY dasa aba 
“RPOPROPRIATION-SUGNELAD osrtct GUMEAY COMTMOL WO, JACCT, ACTITHAss WelPnoP, ACCT, ACT] CO$T CODE 
CLASS 





—_ 


FOR PROCUREMENT USE ONLY 
QUANTITY unit 


UNIT PRICE EKTENSION 


TOTAL 


ences =a 
OEPT OR ACTIVITY 
ESTIMATES COST BLOG/ROOmM NO. 


SIGNATURE OF PHOGRAM MANAGER 


QUOTATION 


MEQUERTEO (Tks ALCLIVES BY 


DATE: BUYER: a 
OROER NO: 

SALESMAN: OEL. OATE: 

TERMS: F.O.B. 





CONTRACTING OFFICER: 





ee 
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NOHRECURRING REQUIREMENTS SPECIFICALLY RELATED TO APPROVED SPECIALIZED MEDICAL 
SERVICE OR CONSTRUCTION OF HOSPITAL AND DOMICILIARY FACILITIES PROJECTS 


* MAME AND LOFATION OF FEE PAMINO OFFICE 
reghtaol Kedica) reactor 


Region No, ss (1.4282) 
Vetsraons Administration Centro! Office 
Woshington, O.C. 23420 


4- Oat? STATION moO. OivrstiOn 


PROJECT WG. PROJECT TITLE AND CESCHIPTION (Ad indicaled m specifications) 


SUMMARY DATA 


VA NON-RECURRING EQUIPMENT REQUIREMENTS 


a ee re rte 


RPERORTA COON PROF, 
SYMPicth yu pan 


DATE OF REPORT 


APPROPRIATION 
(Checd only one) 


{ } MEOIC aL Cane 


ie MEOICAL PESEARCY 


MUNBER OF FUNCTIONAL AREA = TOTAL MUNBEAR OF SOUARE FEET OF SPACE OCCUPIED «- TOTAL 


OBJECT CLASS 31 EQUIPMENT REQUIREMENTS OTHER NOMRECURRING REQUIREMENTS 


TRANSPORTATION COST 
NOT INCLUDED IN THE 
TO BE CONTINUED IN USE CONSTRUCTION CONTRACT 


FURNISHINGS ANO OTHER 
Wa TIAL SUTPLIES 


REPLACEMENTS 


ADOITIONS a 


REMARKS 


CERTIFICATION OF STATION DIRECTOR 


Items requested herein are requited solely as a result af the indicated spproved specialized medical secvice of construction project 
end are in accordance with prescribed equipment use standards All stema cutrently issued to the functional areas being moder. 
nized o¢ repiaced will be conunued in use in the new facility beyond established life-expectancy doles wherever piactsceble The 


listing of items for which replacement 18 requested has been determined by inspection. 


PIGHATYVRE OF OCIRECTOR 





Va Foam 


a7t789 


nov ses VO-1348 





SS TS TT IE TR ET aa SR Se GR er enn ge Rg SS oy PR NP rte SA et 
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VA EQUIPMENT REQUIREMENTS REQUEST 
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APPENDIX G: DISTRIBUTION OF PLANNED FY 1973 BUDGET DOLLARS 





ANCILLARY 
SERVICES 
18% 
PROFESSIONAL 
PEDACAL 
Tey! 
NURSING 
SERVICE 
26% 
\ i ey 
a oe | 
S&S SE , . - Ye 
ah © ADMINISTRATIVE WADIETRTIC 
SERVICES ‘ Cee ice 
ieee 1 ett 
A 
PROFESSIONAL 1 TDICAL Ome 202.230 
ANCILLARY SERVICES 2a hie Oe: 
NUPSING SERVICE 3,339,576 
PHE&R 293, 404 
DIFIETIC SERVICE Mae 51, 525 
DENTAL SERVICE 193,602 
AVIS VEIN SECS | 1,608, 090 
BUILDING MANAGEMENT 402,692 
ENGINEERING DIVISION 938 , 716 
hee. AND Acelin 502, 554 
TOTAL BUDGET Pe Oo. Si. 





Magen OUxT ts) “BUDGET PLAN FY 1973 








ACTIVITY FLANNED ITE PLANNED COST 4% OF TOTAL 
DIRECT CARE OF PATIENTS 594.7 $ 9,493,259 73% 
(Including Food Service) | 
ADMINISTRATIVE SUPPORT ore 1,608, 090 12% 
ENGINEERING AND BLDG. MGR. 

SUPPORT 90.7 1,431,608 11%, 
MISC. BENEFITS AND SERVICES 176,700 1%, 
ASSET ACQUISITIONS 325 , 854 3% 
TOTAL FIRE AND COST 820.9 Salsas onl! 100% 





EID i ER ETP OOTY PG om PE RTE > OR EO Ae ln ee i OA ar at eee et ee ee 





sere cartnedent 5 Sok Nin Lh ithe nS ESE OEE ESE ES BEE a SE 


PLANMED VORKLOAD AND STAFFING 


AVERAGE DAILY PATIENT CENSUS 450 
PATIENTS TREATED 7,300 
_ AVERAGE NUMBFR TULL TIME — 820.9 


EQUIVALENT EMPLOYEES (INCL. ALL TRAINEES) 


AVERAGE ANNUAL SALARY 12,800 
eee. ALL TRAINEES) 


AVERAGE ANNUAL, SALARY he): 
(EXCL. ALL TRAINEES) 


for SALARY COST (EXCL. TRAINEES) 82,4 
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PRIORITY A 


meeORITY B 


Pree RI LY C 


mreeoRITY D 


See te SP RTORITY DEFING | TONS 


Citemeatay wectodmlOn dispeet neare sos Dene £1C1 - 
elke canoe 1 RO DeHame me mat iOmmot |uNeu so tat 1ON., Or, 
Subs tatl el clerecovegdm cesmuimgs wall result 
PeOnerrL line tie necdysonr, lack of quick ac- 
ClChe wih resule dn comsmdcranhy Greater Cost 
aieiae Eig: otaaa SC 





Essential for direct Care of beneficiaries or 
Wmomet Opel atloyeoe the statron;: of, Some re- 
Soule maple Savinec wi lie mesult trom tilling the 
iNeed on, lack of action watl result in some 
mig@beased COSE In the med. future, 


RemUine@d COllMprOve ENe Gare and treatment pro- 


Peale Or Statron Operations to meet minimum 
standards; or, cost reductions of modest value 
will result. 


Paes i rable cCiangevor sad@nelwouwtO Increase Sser= 
Warce yeCare, OF Stadlioneoperatlons beyond the 
minimum standard. 
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mePENDIX J: NUMBER AND RELATIVE PROPORTIONS OF NON-FEDERAL 
Peres ol et bese N DO eSivtroe Ao OP 197 2 


Num- 
eG He mee ld 
Pereene of of 
Num- of beds total 
Booptal Type ber Woneet! IO os beds 
Meueercrm categories: 
Psychiatric hospitals 529 7.9% 457 52 5° 
ihiperculosis hospitals 72 Iga les Om 
General /Special cals See 54 Sis: 
ieoeal long-term 817 Ee 2c 524 O72 
Pmome term categorics: 
feomntary, non-profit 3,326 peda oul 43.8% 
Pago nrietary (OW Ha tusk ier! 4.1 
meeate & local govt. dee Oa 209 1, 
iocelmesmort-term Seen 87.8% 883 62.8% 
Mend Lotal both categories: 
6,660 100.0% 1407 100.0% 
Source: American Hospital Association, Hospitals: Guide 


Mesue. 19/5. tadlewly mw. 7-9. 
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FORM 909-4 B72 -EAIRHONT HOSPITAL 2-48 (500-1) 
FY 
SE aisneoreetres roe | 
1 2. 3. 
SECTION: UNIT: NEW REPLACEMENT 
4. DESCRIPTION OF ITEM REQUESTED: . 


* 





5. SPECIFICATIONS: 
A. MANUFACTURED BY: 





B. MODEL NO: 





C. TRADE NAME: 





O. OTHER: 



















6. Ze B, QUANTITY 9. QUANTITY 
















UNIT PRICE; $ TOTAL: $ REQUESTED APPROVED 
16. CONTINUING FROGRAN: YEs(_jvot) V1. 1F REPLACEMENT, LIST COUNTY NUMBERS, 
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